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39,1959; lat 10.00RA.M, 
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Mr. Miles H. Patterson. 


Mr. J.F. Parkinson -- Secretary to the 
Commission. 
Major N. Lafrance -- Assistant Secretary 
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Mr. Paul Kayser - Chairman of the Board 


of Pacific Northwest 
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Wednesday, 
February 12, 1958. 


---Upon resuming 9.45 A.M. 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearings. Mr’... Pattitio, will 
you commence? 

MR. PATTILLO: Mr. Chairman, today we 
will be dealing with the submission of Westcoast 
Transmission Company Limited and the associated sub- 
missions of Mr. Kayser and of the Jefferson Lake 
Sulphur Company. But before we commence those sub- 
missions, Mr. Turner of the Canadian Petroleum Associa- 
tion has a short statement on statistics which time 
did not permit him to deal with yesterday and which, 
for the purpose of the record, he proposes to 
read, 

THE CHAIRMAN: Thank you, Mr. Turner, 

MR. TURNER: I am just reading this, and 
if you have any questions we will have Mr. Stuart 
answer those questions. 

Canadian Petroleum Association comments on 
statistics: In order to study the various problems 
that are evident in the matter of industry statistics 
as it applies to the reporting and releasing of such 
statistics, a sub-committee was formed under the 


Interprovincial Petroleum and Natural Gas Committee 
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of the Mines Ministers Conference. This sub- 
committee is composed of both industry and provin- 
cial government representatives. To date the sub- 
committee has devoted its time to the standardization 
of reporting forms on the provincial government level. 
The terms of reference of this sub-committee cover 
statistics on both provincial and Dominion level, 
and recently the Dominion Bureau of Statistics nas 
been contacted in this regard. Some of the problems 
that are apparent to the sub-committee are as follows: 
iN Duplication that exists in information re- 
quested by the provincial and Dominion govern- 
ment authorities from industry. The infor- 
mation requested is essentially the same. 
However, the formats of the forms they re- 
quire to be completed, differ. 

2) Lack of uniformity in the statistics released 
by the Dominion Bureau of Statistics and 
those released by the provincial authorities. 

3) Lack of uniformity that exists in the use 
of definitions by the various governmental 
authorities. 

4) The delay that exists on both the provin- 
cial and Dominion government levels in pub- 
lishing of information on all phases of the 
industry. 

5) Lack of more complete statistical data and 


forecasts regarding the supply and demand 
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in the petroleum industry in Canada. 

These problems are all under consideration 
by the sub-committee, and suggested methods of remedy- 
ing the problems will be put forth on completion of 
these studies. 

That 1S alli nave) to say, sir. 

THE CHAIRMAN: Thank you very much, Mr. 
TUrTei's 

MR. HELMAN: Mr. Chairman, may I make a 
complaint? I have not been furnished with a copy of 
the actual exhibits that Westcoast intends to put 
forward, and although the 230,000 citizens of Calgary 
that I represent may not be as important as those in 
Los Angeles, I think, at least, I am entitled to the 
courtesy of those copies. 

MR. PATTILLO: Mr. Chairman, may I just 
answer Mr. Helman on that? I will have to take the 
responsibility. I did ask the various companies sub- 

mitting briefs to file twenty-five copies of their 
brief and accompanying documents. 

MR. HELMAN: I am not complaining about you, 
Mr J Pattiloy 

MR. PATTILLO: Noumjuse listens toi me,, Mr. 
Helman. Mr. Chairman, I made it very clear that those 
documents were open for inspection. I never, at 
any time, told anybody that the documents or the ex- 
hibits were going to be given to anybody other than 


the members of the Commission or the experts advising 
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the Commission. We have, in some instances, in 
order to assist others, given out copies when we con- 
sidered that they were not of a confidential nature, 
but there is no responsibility on the Commission to 
make copies available nor on any of the companies 
submitting briefs to make copies available to other 
persons. Mr. Helman has just not understood the 
arrangements which I made very clear the first day. 

MR. HELMAN: I would just like to make 
clear I was not complaining about Mr. Pattillo's posi- 
tion. I think Westcoast should have supplied the 
Sopies. 

THE CHAIRMAN: Thank you. 

MR. PATTILLO: Mr. Chambers is appearing 
as counsel for Westcoast. Mr. Chambers, you might like 
to introduce the people you have with you representing 
the company, Mr. Kayser, and Jefferson Lake Sulphur. 

MR. CHAMBERS : Mr, Chairman and members of 
the Commission, there is one remark I would like to 
make with regard to Mr. D.P. McDonald, managing director 
of the company, who had collaborated and had a lot to 
do with the preparation of the brief. It was intended 
he should read it, but he phoned me this morning, early, 
that he was home with what he hopes is twenty-four- 
hour 'flu, and in his absence Mr. Charles Hetherington, 
vice-president of the company, will read the brief. 
I may say that Mr. Hetherington is active in the com- 


pany and knows the contents of the brief. 
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One other matter: the announcement was 
made that some of the witnesses who are appearing 
before the Commission desire they should be sworn. 
While Westcoast is not mentioned definitely in the 
terms of reference, I am authorized to state that if 
the Commission so desires, any or all of those wit- 
nesses would be very pleased to be sworn. 

THE CHAIRMAN: Thank you. 

MR. CHAMBERS: At the conclusion of the City 
OneCaleary submission; it wlll} “perhaps, be recalled 
that I made a very short statement and there were one 
or two matters we desire to deal with when Westcoast's 
brief was submitted. I would like to submit this as 
a procedure, if it meets the Commissions! approval: 
that, following Mr. Hetherington's evidence, and he 
Will be a witness as to a considerable portion of this 
brver if teddition tro reading ital ter the conclusion 
of Mr. Hetherington's examination by Mr. Pattillo, I 
would like to have the privilege of putting two or 
three questions to him to deal with the matters refer- 
red to the other day. 

THE CHAIRMAN: Two or three questions to 
whom? 

MR. CHAMBERS : To Wins tie therinegton. 

THE CHAIRMAN: is thavesavisiactory, iin. 
Pattillo? 

MAA PATTIUGO a ithatelisi*duite satisfactory 


to me, Mr. Chairman. 
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MR. CHAMBERS: We are hoping Mr. McDonald 
will be available tomorrow for examination, as well. 
THE CHfIRMAN: I was going to ask you to 
express to him our sympathy. I think we have all gone 
through that sort of thing. I am sorry he is not here. 
MR. CHAMBERS: I would like to ask Mr. 


Hetherington to read the brief. 


MR. PATTILLO: Lithink? abet one Mr. Hether- 
ington begins, we should have the documents marked, 
and before we have the documents marked may I say, Mr. 
Chambers, I thank you very much for making a statement 
on behalf of the company as to the willingness to be 
sworn, and I think, in view of the fact that your com- 
pany and Alberta and Southern and Trans-Canada are 
all very similar, and Trans-Canada has requested to be 
sworn, that we should have a similarity and, there- 
fore, I am going to take advantage of your willingness 
and we will swear all the witnesses of your company. 


MR. CHAMBERS : Mr. Chairman, may I inter- 


ject to take care of a matter I had overlooked. There 
are two other short briefs or submissions. They are 
not submissions of Westcoast, but they have a bearing 
on the Westcoast picture. As Mr, Pattillo indicated, 
there is a statement we would like to have made to 

the Commission by Mr. Kayser on behalf of the Pacific 
Northwest Pipeline Corporation. Me, Kayser 18 here 


and we have a copy of his submission, and Mr. Lewis, 


on behalf of Jefferson Lake Sulphur Company, is 
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"expected to arrive in Calgary at noon today. Il 
am making the suggestion, for consideration, that 
following the reading of the Westcoast brief that, 
perhaps, the briefs or submissions of each, Pacific 
Northwest and Jefferson Lake Sulphur, might be made 
and the witnesses examined because Mr. Kayser does 
not live here and neither does Mr. Lewis. The West- 
coast men do. I am making that as a suggestion. 

MR... PATTILEO: Mr. Chairman, on that point 


I entirely agree with Mv.Chambers that we should read 


all of the documents at one time, and I did agree with 


Me. D.P. McDonald, yesterday, that the order in which 


they would be read in would be, the company's submis- 
sion first, followed by Mr. Kayser and, finally, by 
Jerfergon Lake Sulphur. As to the order in whieh I 


might question the witnesses, I do not want to make 


any commitments on that at the moment, but I have very 
much in mind the fact that Mr. Kayser and Mr. Lewis 

are from out of the country and have kindly come 
forward here, and I will try to meet their convenience. 

MR. CHAMBERS: Thank you, Mr. Pattillo. 

MR. PATTERSON: I am submitting a copy of 
the submission, which is in the hands of Mr. Belanger, 
and will be marked Exhibit C-12-1. I have reference 
to the submission of Westcoast Transmission Company 
Limited. 

THE CHAIRMAN: Westcoast Transmission Com- 


pany Limited brief will be marked Exhibit C-le-1l. 
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meet KHLePlL NO. Gordkes.s Submission of Westcoast 
Transmission Company 
Limited. 


MR. PATTERSON: I believe there is also 
a green volume in Who, | chinks. there are Carey 
documents contained. The green volume will be marked 
Exhibit C-12-1-A because the numbering in the book 
then follows quite logically. 


---EXHIBIT NO.--C-Le-1-A: Green volume of thirty 
documents. 


MR. CHAMBERS: Tt will ‘now calli: tir. 


Hetherington. 
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Submission of 


WESTCOAST TRANSMISSION COMPANY LIMITED 


and 


PACIFIC NORTHWEST PIPELINE CORPORATION 
and EL PASO NATURAL GAS COMPANY 


Se a eee ee ee see ee ae aaa 


and 


JEFFERSON LAKE SULPHUR COMPANY 


APPEARANCES : 

Meee Rede cChangera, GC. = Counsel 

Mr. Webster McDonald - Asgociate Counsel 

Mr. C.R. Hetherington - Vice-President of 
Westcoast Transmission 
Company Limited 

Mr. Coleman R. Sample - Ford, Bacon & Davis, 
Tne: 

Me. Pauli Kayser = Chairman of the Board 
of Pacific Northwest 
and President of El 
Paso Natural Gas Co. 

Mr. F.E. Lewis - Vice-President and 


Assistant to the 
President of El Paso 
Natural Gas Co. 


MR. HETHERINGTON: Mr. Chairman, I will 
read the submission of Westcoast Transmission Company 


Limited. 


The following submission is presented by 


Westcoast Transmission Company Limited in the first 
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phase of the inquiry to be conducted by the Commis- 
sion with respect to the oil and gas industry. 

It is the intention of Westcoast to pre- 
sent a further submission to the Commission when 
the Commission is prepared to hear evidence with 
respect to the regulation of natural gas transmis-— 
Sion, taxation, and related subjects. 

It is assumed also that the general com- 
petitive factors with respect to the present sale 
and prospective future sales of natural gas as 
related to the production of petroleum, coal, manu- 
factured gas, and natural gas liquids, will be 
dealt with in general terms in the Canadian Petroleum 
Association submission. The comment of Westcoast 
on the above factors will be related only to the 
situation as it is deemed to have a bearing on the 
sale of gas to be transmitted through the Westcoast 
system as constructed and projected. 

However, Westcoast would like to reserve 
the right to present a supplementary submission deal- 
ing with the matters above enumerated which may not 
pe dealt with by the Canadian Petroleum Association, 
or if in the opinion of Westcoast additional infor- 
mation in respect thereof would be of value to the 
Commission. 

The National Interest in Natural Gas: 
Natural gas is of national interest because rapidly 


expanding discoveries have provided supplies of this 
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ideal fuel which already exceed any foreseeable needs 
of consumers in Canada. Gas has now become one of 
the important exportable natural resources which, 

if governed by sound national policies, will accel- 
erate the economic growth and contribute in a large 
measure to the welfare of Canada. 

The determination of a national policy in 
respect of the natural gas industry involves a 
study of three major phases, namely: 

i ky Supply, based on reserves, production and 
processing of gas. 

EM Transmission, based on the economics of 
long distance pipelines. 

Sis Markets, based on population, industrial 
requirements, and the effect of competitive 
fuels. 

These factors are all affected by the pro-~ 
plem common to the development of other natural 
resources in Canada, namely, cost of transportation 
from the source of supply in one section of Canada 
to the major areas of consumption, such as Toronto 
and Montreal some 1,800 to 2,200 miles away from 
the established gas reserves, and to markets outside 
of Canada. 

Urgency of a National Policy: In the early 
days of gas development in the Provinces of Alberta 
and British Columbia, the national policy with res- 


pect to gas was determined having regard to the 
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fact that the known reserves of gas were small in 
volume and the economical construction and opera- 
tion of long distance pipelines was questionable. 
In latter years, however, there has been unpre- 
cedented increase in reserves through increasing 
discoveries in Alberta and in Northeastern British 
Columbia, and the demands of large new markets 
assure the economical construction and operation 
of long distance pipelines. National policy can 
now be determined on a basis that will assure the 
development of a natural gas industry serving 
Canadian consumers and providing for the export of 


surplus gas. 
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It is elear to the management of Westeoast 
Transmission Company Limited (Westcoast) that the oil 
and gas industry in Canada is approaching a Lore 1 
the road. The direction it will take depends a 
ereat deal on some decisions that have to be made 
soon by this Commission and by the Government of 
Canada. 

Westcoast submits that the natural gas re- 
serves of Canada far exceed the requirements of 
Canadian consumers and, for the benefit of Canada, 
its industries and its trading position generally, 
markets presently available must be secured LOL 
surplus Canadian gas. These additional markets 
are in the United States. 

There is a real danger that lack of de- 
cision with respect to the marketing of the surplus 
gas at an early date will cost Canada a permanent loss 
of some of its more lucrative potential markets for natural 
gas. It appears certain that if potential 
United States markets now available to Canadian 
supplies of gas are not placed under contract with 
assurances of reasonable supplies over a term of 
years, these markets will be lost. 

Such markets, if not acquired at this 
time, can be supplied by gas produced in the United 
States, permitting Canadian gas to enter United 
States markets only years hence. Rpocarm very, 


well be that at such time, if history is to be 
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repeated, other fuels will have been developed 
which could render Canadian gas superfluous and 


as useless to Canada as the present coal resources 


of Alberta. 

An immediate effect of the lack of decision 
on the development of the natural gas industry in 
Canada is that thousands of Canadians, who have 
been employed during the course of the last five 
years in the exploration and development phases 
of the natural gas industry, will be deprived of a 
livelihood and forced to await the development 
in Western Canada of some other industry with 
equal employment possibilities. Each gas drilling 
rig in operation employs about 20 men in the 


drilling crew. However, each drilling crew 


in operation is only part of the number of people 


employed in natural gas development. There are 
the geological and exploration crews. There are 


the transportation employees. There are the 


equipment and supply company, machine shop and 
other service employees engaged in maintaining each 
drilling rig with equipment and supplies now being 
increasingly provided from Canadian sources. cr. 
gas exploration and development programs are re- 


tarded or abandoned, many more Canadians will 


be affected than the few directly engaged in 
field work. 


Unless there is a possibility of gas 


momes ahota one 
Pane es ey ft eh 
Jk Peep 


mal 


bi voy es iti 


Ooty 


nae utenti. x¢ 


ade 
= 


Z 


ANGUS, STONEHOUSE & CO. LTD. 9 
TORONTO, ONTARIO 


export, there is no incentive for sompanies 

engaged in the exploration for oil to drill gas 
wells. At the present time when producers make 

a gas discovery they cap the well and walk away 
from the area, as a gas well is a greater liability 
than a dry hole inasmuch as it cannot be abandoned, 
On each occasion in the past that there has been 

a prospect for the sale of natural gas, producers 
increased their exploration effort and proceeded 

to the drilling of second or third wells following 
up a discovery in order to evaluate the gas they 
Mient nave for sale, It is submitted that if 

gas export is prohibited or unduly delayed, efforts 
to establish gas reserves by step-out drilling 

will be abandoned with consequent economic loss 

of gas which might be utilized as a natural re—- 
ZOurce. 

It should be realized that the gas 
industry, which will be developed under a national 
policy favorable to gas export, will provide em- 
ployment, not merely during initial stages but for 
years to come. The fact that there will be sub- 
stantial growing demand for gas will serve as a 
basis for continuous exploration and development 
programs. This work will maintain steady employ- 
ment for exploration and development employees. 
Continued development of reserves will require 


continued building of plant facilities as well as 
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continued building of field and long distance 
*ransmission pipelines. Increasing volumes of 
by-products will be made available upon which to 
base local industries thereby providing permanent 
employment in the vicinity of the gas fields. It 
is developments such as the foregoing which are in 
the minds of the officials of Westcoast when they 
advocate a national policy favorable to the export 
of gas. 

Westcoast as a pioneer in the long distance 
transmission of gas in Canada has made a continuing 
study of the current and prospective supplies of 
gas and markets in the west. 

In 1951 it was apparent to the management 
of Westcoast that the proper and reasonable method 
of supplying natural gas markets in Canada, other 
than British Columbia, was based upon allocating 
a supply of gas to meet Alberta's future require- 
ments, and dedicating surplus reserves in southern 
and central Alberta to the markets which could 
economically be reached in Eastern Canada. At the 
same time Westcoast contended that the reserves of 
gas in the Peace River area of northwestern Alberta 
and northeastern British Columbia were ideally lo- 
cated to supply consumers in the interior of British 
Columbia and the Lower Mainland area, with a surplus 
available to supply part of the gas demands of the 


consumers in the Pacific Coastal States, whose large 
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volume markets serve to bear the greater proportion 
of transmission costs, 

The policy so advocated by the management 
of Westcoast was adopted by the Canadian authorities 
in authorizing the construction of the Westcoast pro- 
ject from the Peace River area through British 
Columbia, and also authorizing the construction 
of the Trans-Canada pipeline from Alberta to Ontario 
and Quebec. 

The result of this policy is that the West- 
coast system, which was first envisioned by Mr. Frank 
McMahon in 1935 and is today controlled and operated 
by Canadians, is Canada's first major natural gas 
pipeline. it was built without the benerit of any 
subsidy or cost to the people of Canada and it is 
providing a vital outlet for northern reserves, it 
is creating new industries for Western Canada, and 
new sources of revenue for Canada. 

The importation of gas from Canada into 
the United States is subject to regulation under the 
Natural Gas Act of the United States. This regula- 
tion is carried out by the Federal Power Commission 
by virtue of its authority over the interstate gas 
pipeline companies. In those instances where the 
importation of gas into the United States has not 
created controversy between competing gas pipeline 
companies in the United States the Federal Power 


Commission has acted promptly in authorizing 
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the importation of gas consistent with the 
interests of United States consumers, it has only 
been in those instances where the proposed importa-. 
tion of gas from Canada into the United States has 
been based upon the importing companies supplying gas 
in competition with existing pipeline companies ser- 
ving the market area that delays have ensued in 
obtaining import authorizations. This situation 
occurred in the case of the Westcoast Transmission 
Company, Inc. attempting to serve a market which a 
competitive United States pipeline corporation was 
able to supply from United States sources. This 
situation prevails in the case of Midwestern Gas 
Transmission Company advocating the importation of 
gas from the Trans-Canada Pipe Line system for 
distribution in the market area served by Northern 
Natural Gas Company, Peoples Gas Light and Coke 
Company and the Michigan-Wisconsin Pipeline Company. 
(This statement is not intended as a comment on 
the merits of this latter contested proceeding 
put is submitted as a statement of fact). 

Benefits from Westcoast Pipeline: On 
October 1, 1957, the Westcoast pipeline commenced 
the delivery of Peace River gas to the British 
Columbia Electric Company Limited for service in 
the City of Vancouver, and to Inland Natural Gas 
Co. Lrd.,, for gervice to.admost all.interior .com- 


munities in British Columbia. By January 1958, 
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the pipeline was transmitting some 290 million cubic 
Leeuvror fas per “day. This is being increased daily 
so that the line will be delivering in excess of 300 
million cubic feet of gas daily during the balance of 
the winter season 1958. 

The completion of the Westcoast pipeline 
project has added a new industry to the econom: 
of Western Canada. Seven years ago, when Pacific 
Petroleums Ltd. “(and Twill refer’ to it as’ “Pacific 
Petroleums" hereafter),one of the sponsors of West- 
coast, first started major operations in the Peace 
River area, the economy of the area was solely agri- 
cultural. The village of Fort St. John had a 
population of about 800; Grande Prairie about 2,600; 
and Dawson Creek about 3,500. Fuel was supplied 
by expensive coal, oil and wood. Westcoast: first 
piped gas to Dawson Creek and then to Grand Prairie 
and the villages en route. Now, all of these com- 
munities enjoy the economy and convenience of natural 
gas. 

For the past two years Westcoast has em- 
ployed more than 2,000 men in the construction of 
its pipeline. Imvaddi tion, wesvtcoast, Pacific 
Petroleums, Phillips Petroleum Company and 
Jefferson Lake Sulphur Company employed more than 
800 men at Taylor, British Columbia, in the con- 
struction of the gas scrubbing plant, refinery and 


suipnur plant av Taylor, Pacific Petroleums and 
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its associates have spent approximately 37 million 
dollars in the exploration and development of gas 
in the Peace River area. Prior to the explora- 
tion program of Pacific Petroleums there were only 
two or three drilling rigs working in the area. 
Following the granting of the export permit by the 
Alberta Conservation Board in 1952, activity in 

the area has continuously increased and in 1956 and 
1657 a niewan activity was reached with 36 rigs 
working in the ePesce River area. 

The operation of the pipeline itself 
provides employment for more than 300. The pro- 
cessing plants have an operating force of about 
135 people; and about 200 people are employed in 
gas field operations. The refinery will manu- 

Fa ctiirelabout na bt rot the motor gasoline ‘require- 
ments for the Peace River area and its propane 
production will materially assist in alleviating 
any propane shortage in Western Canada. The 
sulphur plant will produce enough sulphur to supply 
all of the pulp and paper mills and other industries 
in British Columbia. 

The economic benefits of the Westcoast 
project to the Peace River area and British Columbia 
are apparent. The population of Fort St. John has 
quintupled to 4,000 and the population of Grande 
Prairie and of Dawson Creek has doubled to 6,000 and 


7,500 respectively. Essentially 100% of the 
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domestic, commercial and industrial requirements for 
fuel in these areas are now supplied by low cost gas. 
The interior communities of British Columbia are now 
supplied with gas, including the communities in the 
Okanagan Valley and Trail-Nelson areas. Le 28 
interesting to note that the volumes required for 
Vancouver in January, 1958, have reached the market 
demands originally estimated for the fifth year of 
operation, namely 1961. 

As a result of the market facilities pro- 
vided by the Westcoast pipeline, there will not be a 
large economic loss from the flaring and wasting 
of natural gas incidental to the production of oil 
in the Peace River area, Ties area can be the 
first major oil area developed in Canada which will 
have an outlet for gas in the development years of oil 
field operation. There will not be the tremendous 
economic waste which has occurred in Alberta from 
the product.on, alone with o11, of billions of 
cubic feet of gas from Turner Valley, Redwater, 
Leduc, Pembina, and other oil fields prior to the 
provision of market outlets for this gas. 

In addition, since there is a market for 
any gas discovered, there will be a more intensified 
search for both oil and gas, because exploration 
costs can be recovered from two possible sources of 
revenue. 


Since Westcoast, a Canadian company, managed 
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the money markets of America some $200,000,000 for 
investment in a gas pipeline serving new fields and 
new markets, the attention of engineers, investors, 
and developers of natural resources has been 
attracted to a northern area as never before in 
Canada's history. 

There are constant demonstrations of this 
additional interest, as evidenced by the extensive 
preliminary engineering investigations being carried 
on by various groups in the minerals, timber and other 
resources of northern British Columbia and in the 
potential power development on the Peace River. 
There has been renewed interest in a north-south 
railway to Alaska. The opening up for settlement 
of additional areas of farm lands in the northern 
areas of both Alberta and British Columbia has been 
accelerated. 

The construction of the Westcoast pipeline 
project has given encouragement to the Province of 
British Columbia in making its decision to extend 
the Pacific Great Eastern Railway into the Peace 
River area. The prospective shipment of sulphur 


and hydrocarbon by-products extracted from the gas 


transmitted by the Westcoast pipeline provided the 
potential revenue required to make the railway 
possible. This railway will provide, for the 


first time, direct rail access to the Pacific Coast 
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for the grain, cattle and other products of the area. 
Further, because of the availability of gas, the 
British Columbia Power Commission has been supplied 
with gas for fuel in its power installations through- 
out the interior of British Columbia, This supply 
of fuel at a lower cost than that of other fuels 
available makes it possible for the Power Commission 
to extend its service throughout the interior of 
British Columbia, including its rural electrifica- 
tion programs. 

It is only by opening up the northern areas 
in like manner that Canada can realize her full 


potential as a nation. 
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It is pointed out, however, that export of 
the gas from these northern regions:is essential if 
development is to proceed, The Westcoast pipeline 
now ©.operation, was made possible because there was 


a market in the United States for a sufficient 


volume of gas to justify the financing and construction 


of the pipeline. The export volumes of gas must be 
transmitted with the volumes of gas required to 


serve markets in British Columbia in order to permit 


. the sale of the gas in the British Columbia markets 


at an economic price. 

Export Market for Natural Gas: Every 
consideration of discovery trends in the search for 
oil and gas pointed to the fact further exportable 
volumes of gas would be made available in increasing 
volumes in the Peace River area and elsewhere in 
Alberta. Accordingly, having provided under con- 
tract with the distributing companies in British 
Columbia for all their foreseeable requirements of 
gas, Westcoast officials looked to the United 
States for markets for additional supplies of gas 
from Canada surplus to Canadian requirements. 
Conversations with the distributors of gas in the 
Pacific Coastal States disclosed that there was a 
ready market in the area served by them for much 
larger volumes of gas from Western Canada. 

There are other sources, however, from 


which gas required in the Pacific Coastal markets 
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may be supplied, namely, Texas, New Mexico, Colorado, 
and the Mountain States. Westcoast, therefore, 


entered into a contract to deliver additional gas 


to the Pacific Northwest Pipeline Corporation 
(Pacific Northwest) at Huntingdon, British Columbia, 
through its Peace River pipeline facilities. At 

the same time Westcoast entered into a contract 

| to supply a portion of the gas required ‘by. the 
Pacific Northwest system through a pipeline to 

be constructed by Westcoast from southern Alberta 
through southeastern British Columbia to the Inter- 
national Border near Kingsgate, British Columbia, 
northeast of Spokane, Washington. Pacific Northwest 


in turn agreed to construct a pipeline from Spokane 


to Kingsgate. The: Pacific Northwest: Pipeline 

is connected with the El Paso Natural Gas Company 
(El Paso) system. El Paso proposes to” build facili- 
ties connecting with the Pacific Northwext pipeline 
so as to make the gas from Canada available to con- 
sumers in the State of California. The above con- 
tracts in each instance are subject to each party 
receiving all governmental authorizations required 

to implement them, 


As in the case of export of gas from the 


Peace River area, the Westcoast proposal for export 
of gas from southern Alberta is to purchase for export 
and deliver to the United States customer only such 


volumes of gas as are clearly surplus to the requirements 
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of Alberta, British Columbia and eastern Canadian 
markets, The volumes proposed to be exported, 

as applied for under the provisions of The Gas 
Resources Preservation Act of the Province of Alberta, 
are sufficient to meet the immediate requirements of 
the United States customer, make the project economic, 
and yet not prejudice in any way the future supplies 
of gas for the Canadian consumers either in Alberta, 
British Columbia or the eastern provinces. 

This proposal by Westcoast is not contrary 
to the policy of allocating gas reserves between 
eastern and western markets advocated by Westcoast 
in 1952 and 1953, but is in fact supplementary thereto, 
The gas reserves discovered and available for produc- 
tion in the province of Alberta now far exceed any 
estimates deemed reasonable in 1952, The study, 
subsequently described in this submission, of the 
economics of gathering and distributing gas within 
the province of Alberta to supply, first, the require- 
ments of Alberta consumers and, secondly, the export 
markets clearly establishes that limited export of 
gas from southern Alberta to the United States markets 


is a necessity: -- 


bin) for the maintenance of an orderly develop- 


ment of the natural gas industry in western 


Canada, and 


(its) to prevent the waste of oil field gas, and 


( A thgiy) to provide an economic basis for financing 
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ANGUS, STONEHOUSE & CO. LTD 
and operating the processing plants 
required to recover hydrocarbons and 
Sulphur from wet and sour gas areas, 

Gas Reserves: In the following section 
of this submission there is set out the estimate 

of gas reserves in Alberta and British Columbia 

compiled by the engineering and geological staff of 

Westcoast. 

This estimate of gas reserves in the 

Provinces of Alberta and British Columbia may be 

summarized as follows: 


Recoverable pipeline gas: Plater id om teubie 
feet 


Future potential reserve: dp OO Ow ur Lon 
cubic feet 


Conclusion: It is respectfully submitted 
that in the factual data set out in the presentations 
made to it, the Commission will find ample evidence 
upon which to conclude that the export of natural gas 
to United States markets is essential to the national 
interest of Canada. 

It is further suomitted that the Commission 
can also find that the gas reserves will be vastly 
increased in the future by the incentive given to gas 
exploration and development with the opening up of 
the presently available United States markets for 
Canadian surplus gas. 

The calm announcement by the United Kingdom 


in January, 1958, that it expects to have hydrogen 
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power on a commercial basis by 1960 warns us that 
the days when natural gas will reign supreme as a 
source of fuel and energy cannot be expected to 

last forever. Already the first atomic energy 
electric generating plant is in California supply- 
ing part of the energy requirements of the principal 
western market for surplus Canadian gas. 

There is a grave danger if the develop- 
ment of this natural resource is postponed indefinite- 
ly, that great volumes may be completely wasted and 
the gas industry will not have the opportunity to 
play the outstanding role in developing the economy 
of Canada that “should rightfully belong to “Lt. 

Potential Gas Reserves of Alberta and 
British Columbia: The gas producing areas of 
Alberta and British Columbia are situated in the 
Western Canada Sedimentary Basin described in the 
submission by the Canadian Petroleum Association 
as consisting of an area 800 miles wide at the 
International Boundary between Canada and the 
United States stretching from the Precambrian Shield 
in Manitoba on the east to the Cordillera on the 
west. Northwestward the area extends 1,600 miles 
up to the delta of the Mackenzie River. At the 
Arcot re *eoast ite width Ls about 250 miles. 

The area is stated by Dr. George S. Hume, 
one of Canada's outstanding geologists, to comprise 


712,000 square miles containing a volume of sediments 
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with a thickness of 1,000 to 16,000 feet in depth, 
Withod e5Ota. volume .or 950,000 cubic miles: The 
ultimate recoverable oi1 of this basin is estimated 
at 50 billion barrels and may be as large as 100 
billion barrels. ol cS week Cote. Vie vOl ellie 
bituminous sands of northern Alberta. 

With regard to the volume of ultimate 
recoverable gas in the same area, Dr. Hume stated 
the reserves of gas range from 170 trillion to 300 
Vie LVOmsecuUbl ¢.Leek., His estimate of potential 
gas reserves is as follows: 

It has already been shown that a figure of 

6 trillion cubic feet of gas is being found 
in the United States for each billion barrels 
CaF 2 EE, in. view of the prospects for gas, 
as already shown by discoveries, and in 

view of geological opinion, particularly 

in regard to foothills structures, this 
figure does not seem too high for Canada. 
Applied to the minimum figures of 28.5 billion 
to 47.5 billion barrels of oi1, the minimum 
figures for possible gas reserves would be 
170 to 285 trillion, cubic feet for the 


Western Canadian sedimentary basin. 


Applied to the more reasonable figure of 50 
biljson barrels, it. would be. 300 trillion 
cubic feet. Even the higher figure of 300 


trillion is slightly lower than one-quarter 
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of what is being predicted for the ultimate 
figure in the United States where, in spite 

of a considerable greater density of drilling 
thee ot Ceneda, tne finding of 24.9 trillion: cubic 
feet of new natural gas reserves during 1956 con- 
stituted the largest single discovery year in 
the history of gas development in that country. 
Tt 48 also reported that "in the period 1951 - 
1955 in the United States Goes tr TT Oonacub.s 
feet of new natural gas reserves were proven 

BO, Save. In the preceding five-year period 
covering 1946 - 1950 new gas found totalled 
Oy. 9 tridiion cubie feet. ” This is a dis- 
COvEDVveG. aioe 230 trillion cubic teet in LO 
years. This period corresponds to the decade 
in which there was a tremendous expansion of 

the natural gas industry in the United States, 
and in which the value of natural gas received 
ereater recognition than had previously been the 
cases 

There is no doubt, therefore, with proper 
incentives the natural gas industry of West- 

ern Canada can have a similar proportional 
expansion in the next decade, since it can 

be stated with a high degree of confidence that 
the ultimate amount of gas to be discovered in 
the Western Canadian basin is in the hundreds 


Sr trillions oO.) cubLe fect. 
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MR, FRAWLEY: Mr, Hetherington, would 
you identify that quotation, please? 

MR, HETHERINGTON: VWiatveaLs taken) trom 
BOrepore. OL Lr, Hume, 

MR, FRAWLEY: To the company? 

MR, HETHERINGTON: No, to the Canadian 
Petroleum Association. 

THE CHATRMAN: May we have the date of it, 
Mr. Hetherington? 

MR. HETHERINGTON: Dr. Hume is here, and 
he may have the date of the report. 

MR. HUME: It was the report given to the 
Board. 

THE CHAIRMAN: Yes, it was in the submis- 
sion yesterday. 

MR, FRAWLEY: Yes, it) sounded iike yester- 
day's submission by the CPA, but I wanted to have it 
definitely identified. 

MR, HETHERINGTON: Yes, that is: rignit.. 

MR, FRAWLEY: Thank you. 

MR. HETHERINGTON : Of the total volume 
of sediments in Western Canada approximately 450,000 
cubic miles are situated in the Provinces of Alberta 
and British Columbia. Accordingly having regard 
to the prospective productive capacity, which is 
much higher for Alberta and British Columbia than 
could be expected in Manitoba and Saskatchewan, at 


least one-half of the potential gas reserves are 
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situated in the two western provinces. On this 
pasis, the potential reserves of as in Alberta 
and British Columbia are at the minimum, in the 
range of 85 to 150 trillion cubic feet. 

The Trend of Gas Discoveries in South- 
western Alberta: The engineering staff of Westcoast 
made an analysis of the trend of the discovery of 
reserves in the southern and central Alberta area 
from which Westcoast proposes to obtain Ge supplies 
of gas for additional export to the Pacific Coastal 
States. The area selected is contained within the 
hatched ea out on the map on page 14. The 
intervals upon which the discovery trend is estab- 
lished were selected to correspond with the effective 
dates of the various reports of the Oil and Gas Con- 
servation Board containing reserve estimates. A 
summary of the wildcat wells drilled in this area 


during these intervals are as follows:-- 


Number of 


Internal Wildcat Wells 
DPTOmero ta. (Lr 183 
Pare ee oY rosa, 1s Looe 43 
Hane 1. 1952 te.June 30," 2953 88 
fume 30, 19539 °to March Si, 19544 67 
March 31, oor to June. 503 1955 100 
Nene 30 1009 Oo Jatic 51, oof 150 


The graph on page 13 illustrates the 


discovery trend in initial disposable reserves per 
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wildcat well drilled. The average reserves dis- 
covered per wildcat well drilied during these 
years was 10 billion cubic feet. The results 
plotted on a cumulative basis indicate the trend 
in initial cumulative disposable reserves dis- 
covered per cumulative number of wells drilled, 

it is estimated that during the next 30 
years an average of 100 wildcat wells per year will 
De sdriived tor the first 2O years, {5 wildcat wells 
per year will be drilled for the next succeeding 
10 years, and 50 wildcat wells per year in the third 
10-year period. On this tasis the density of 
Wildcats would be about 3 wells per township of 
aoproximarely 23,000 acres. 

I emphasize that the number of wells 
referred to are the wells drilled in this area out- 
lined on the map in Southern Alberta and not the 
province as a whole. 

As illustrated on the graph, page 13, the 
cumulative discovery trend since June 1953 has 
vervedme rou. to 12.5 Dillion cuble feet or gas 
per wildcat well. If during the next 30-year 
period an Bverace ovo y LOH billion ‘cube reer 
of gas per well is discovered, the estimated total 
additional reserves discovered in this small area 
Oran iperte would be 2e.5 trillion cubie feet. 

This 22.5 trillion cubic feet is equivalent to the 


whole of the recoverable pipeline reserves in the 
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Province of Alberta as estimated by Westcoast as 

OL GH1s date. It is submitted that this approach 

to estimating the potential reserves of the Province 
4s corroborative of the overall approach to estimating 
potential reserves adopted by Dr. Hume in the re- 
serve estimate submitted by the Canadian Petroleum 
Association. 

The chart on page 15 shows the increase in 
the reserves of gas in the Province of Alberta for 
the years 1951 to 195/ inclusive. 

The chart on page 16 shows a comparison or 
the gas used each year in the Province of Alberta for 
the years 1952 to 1957 inclusive as contrasted with 
the average amount of additional gas reserves dis- 
covered in each year for the same period. 

The chart on page 17 shows the percentage 
of the gas produced in Alberta in each of the years 
1952 to 1957 inclusive divided into the volumes of 
gas used locally and for export, and gas wasted 
by flaring in the field. 

Tt is interesting to note that in 1957 
more gas was wasted than was used dn 1952. 

THE CHAIRMAN: Excuse me, Mr, Hetherington. 
In the chart on page 16 do the words "gas used each 
year" include this use in Alberta, or does it 
include gas exported? 

MR. HETHERINGTON: That includes -- I 


want to be sure that I am right. Tt is the amount 
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of gas shown by the Conservation Board as being 


produced for usable purposes in the Province of 


Alberta and, accordingly, would include any 
volumes used for export. Those volumes, of course, 
were very small during these years. 


THE CHAIRMAN: Thank you. 
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MR. HETHERINGTON: Recoverable Pipeline 
Gas Reserves in Alberta and British Columbia: 
Basically, gas reserves are determined by two methods: - 
(a) The volumetric method which is the only appli- 
cable method for new gasfields in which volume of pore 
space within a reservoir rock available for containing 
gas is estimated, and 
(b) the pressure decline method applicable to 
established producing fields in which the decline in 
pressure is related to the volume of gas removed and 
therefrom the ultimate available recoverable gas 
estimated. 

With the exception of the Viking-Kinsella 
field near Edmonton and the Turnery Valley field near 
Calgary, and a few smaller fields, all estimates ror 
other fields must be based on the volumetric method 
inasmuch as the fields are new and there is insufficient 
production history from which a pressure decline de- 
termination can be made. 

Since the volumetric method requires an 
estimate of the volume of pore space within reservoir 
rock available to contain natural gas, the estimate 
of necessity must be based upon expert opinion, giving 
consideration to all of the available factors. 

In the Docket G-530-Natural Gas Investiga- 
tion conducted by the Federal Power Commission or 
the United States from 1945 to 1948, the Commissioners 


Smith and Wimberly in writing their report referred 
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to the estimating of gas reserves as follows:- 
"Estimating the volume of gas reserves, 
“Tacner that Deine an exact science, re- 
"quires the application of trained judgment 
"to limited fundamental knowledge of under- 
Pivine conditions. In a Goneideravion or 
"reserve estimates it is well to appre- 
"G@iate the many variable factors which 
"have affected their determination. 

"There may be variations not only in 
"procedures and degree of judgment exer- 
"cised, but there may also exist consider- 
"able differences in the standards of 
"reporting. 

"Usually estimates are made of 'proved' 
"reserves only. This term, as previously 
"noted, is not subject to precise defini- 
"Sion, for an area is never entirely proved 
*InctLl 1. nas been completely developed. 
"However, sufficient knowledge of the for- 
“Heayion and the limite.of the structure 
"may be obtained before a field has been 
"fully drilled, to provide the basis for a 
"reasonable estimate of the volume of gas 
"recoverable. Particularly in new fields, 
"there exist for the estimator difficult 
"oroblems in determining the limits of 


"She reservoir. 
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"Conditions may indicate that a field 

"extends beyond the poimts for which avail- 

Maple data will firmly support. In such 

"areas, reserves may be classified less 

"definitely, as probable but not proved. 

"Thus, there is considerable latitude in 

"designating reserves as proved or pro- 

"bable; much depends upon the good judg- 

"ment of the estimator.” 

The estimate presented to the Commission by 
the Canadian Petroleum Association following the pattern 
of estimating of gas reserves adopted by the American 
Gas Association and the American Petroleum Institute 
over a period of some years, is a conservative esti- 
mate comprised of individual companies' or producers' 
estimates furnished to the Association for the pur- 
pose of providing the Association with statistical 
data userul for the evaluation of reserves Tor com- 
parative purposes and to illustrate the trend of de- 
creasing or increasing gas reserves from year tO 
year. 

The intent in such estimates is to make 
the calculation of reserves consistent from year to 
year and generally to include as proved only the 
estimated volumes of gas underlying wells already 
drilled with little consideration to the areas in 
the vicinity of the drilled wells. Such areas are 


generally not classed as proved but as probable, so 
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as to give effect to a minimum conservative esti- 
mate for “proved areas, particularly in respect to 
individual new well discoveries. 

The conservative nature of this statis- 
tical estimate is illustrated in the fact that in 
succeeding years the major increase in additions to 
proved reserves of oil and gas added each year are 
due to re-valuing and increasing the estimates of 
reserves from discoveries of previous years follow- 
Pie further ori iliine cand study or the data on which 
the initial estimates were made. 

The reserve estimates provided, often in 
confidence, to such associations for the above men- 
tioned statistical purposes are not relied upon by 
the natural gas industry as estimates upon which the 
financing, development and’ operation of specific 
projects eee ied out. In each case in ‘which 
there 1s a prospect for the expenditure of substan- 
tial sums in development drilling, pipeline and 
plant ‘capacity, it is the custom in the natural gas 
industry to have specific estimates of the reserves 
carried out by recognized geological and engineering 
consultants who have had years of experience and who 
have had the opportunity to study the results of 
natural gas production from many fields. 

These consultants give consideration to 
all of the available information and do not neces- 


sarily limit the productive acreage to drilled areas 
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but include in their proved reserve estimates areas 
defined by geologic interpretation based on sub- 
surface and other information interpreted on the 
basis of the experience of the consultant in each 
case, It is the estimates of proved gas reserves 
prepared by such consultants that have provided the 
basis for investment in pipeline and plant facili- 
ties by insurance companies and other large-scale 
investors for many years. 

After specific studies of the nature re- 
ferred to above, the geological and engineering staff 
of Westcoast have estimated the proved reserves of 
gas in Alberta and British Columbia for the purposes 
of operations of the Westcoast project and for the 
purpose of providing a basis for the investment of 
funds in the proposed Westcoast pipeline from 
Southern Alberta to Kingsgate, British Columbia. 
This estimate is summarized as follows: the heading 
at the right should read, "Recoverable Pipeline Re- 
serves, BCF -- either billion cubic feet or three 
is ene eb lea reads : 


Recoverable Pipeline 
Reserves MMcf 


Dic Lemna e? “sake tran stele: fells) He Ze 500 
Jpigat reg tak tetas Wb ici oni: Praia em ere 2,200 

That would be 22.3 trillion in Alberta; 
LhoeLee ke COLmore, 12.2, Eo LliiLon. 
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ther principal “gastieldsin Alberta, The gas re- 
serve within these fields has been allocated in 
the table starting on page @2 on the basis of loca- 
tion and economics to supply local requirements, the 
various export pipelines and the proposed Westcoast 
export of gas from Southern and Central Alberta. 


On the last page of the tables the gas 


reserve available for each use is totalled for all 
fields. The gas requirements and the requirements 
for vasvas a per. centaror, the avallable| supply is 
also shown. The estimated reserves as detailed in 
the table are one and one-third the total require- 
ments for local use in the next thirty years, for 


the authorized pipelines including additional gas 


for the Trans-Canada Pipe Line system in the volume 


ore. 75. triliion cubic feet and the estimated re- 


quirements of the proposed Westcoast pipeline to 
Kingsgate, British Columbia. 
This table is one of our most important 


exhibits, and I would like to deviate --- 


MR. MACLEOD: Excuse me, before we go 


on: I wonder if you could tell me who made the 


allocation -you inefer ito? 
MR. HETHERINGTON: Yes, I made the 


allocation along with our Westcoast engineers. I 


would like to deal in some detail with this table 


because it is important. The source of the re- 


serve estimate is shown on che right hand side 
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opposite each field. Where the word "board" is 

used, that refers to the Oil and Gas Conservation 
Board report of January, 1957. Where there are no 
substantial developments or changes since that date 

of a year ago we used the Board's figures. Where 

the source says, "Westcoast', the Westcoast staff 
made the estimate, and we made the estimate in each 
case where there had been substantial development 
drilling or step-up drilling or new discoveries. 

Some of these fields were not even included in the 
Board's report of a year ago. Where the source of 

the estimate says "Sproule", that was made by Dr. J.C. 
Sproule and associates. The fields are listed alpha- 
betically along the left side of the table, and the 
table continues, as you can see, for a number of pages. 
I have studied the geographical location of all of 
these gas reserves and I know a good bit about the 
economics of transmitting gas from these various re- 
serves to the logical consuming points, and I have 
allocated all of the gas in Alberta as between the 
headings I have shown. The first is Canadian Western 
Area: where a gasfield is in the vicinity of Calgary 
or in the vicinity of the gas pipelines of Canadian 
Western and it is logically suited for use by Canadian 
Western, I have indicated that reserve for Canadian 
Western. Similarly the next column shows the 

fields in the vicinity of Northwestern Utilities 


Area around Edmonton. The next column shows the 
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fields in the Medicine Hat area. With respect to 
local areas, all fields that are in the vicinity of 
small towns and villages in Alberta that are not 
presently supplied have been allocated to use by 
those local comiun.ties’, ln the Peace River Area 

TL have shown all the fields which lie in the Peace 
River area of Alberta. The next column is the gas 
available or authorized for Montana in the south- 
eastern part of Alberta. The next column shows the 
gasfields available or authorized for Trans-Canada. 
This includes all of the fields presently authorized 
for Trans-Canada by the Oil and Gas Conservation 
Board plus my ‘opinion of the gasfields that could 


logically be connected into the Trans-Canada system. 
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Then in the next column I show gas re- 
quested by Westcoast. 

The next column is a catch-all column 
for gasfields that are too small to be of economic 
value at this time. In many cases it can be expec- 
ted that new step-ups or new discoveries in the 
vicinity of these fields will expand the reserves 
to the point where they can be made economic, but at 
this time they are not economic. 

Turning to the last page of the table, 
which is page 26, on the basis of my allocation 
and our estimates of gas reserves there is adequate 
gas surplussed to the needs of Canada to permit West- 
coast to be granted its application presently before 
the Oil and Gas Conservation Board. 

In the Canadian Western Area, that is the 
first column of tieures, the total reserve of all 
fields in the Canadian Western area is 3,690.5 
billion cubic feet as compared to their estimated 
requirements for the next thirty years of 2,324 
billion cubie feet. In other words, the available 
gas today is equal -- to put it the other way, the 
estimated requirements for thirty years for the 
Canadian Western area amount to 63 per cent. of the 
gas that is presently proved and that today, in the 
Canadian Western area, Similarly, the requirements 
of the Northwestern Utilities Area for thirty 


years amounts to 67 per cent. of the gas that is 
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proved and available in the Edmonton and North- 
western Utilities area. 

In the Medicine Hat Area, the eas re- 
quired for Medicine Hat and for export to the Sas- 
katchewan Power Commission amounts to 69 per cent. 
of the available supply. In the next column, Local 
Areas, this needs very little explanation, 249.1 
billion cubic feet of gas available in fields ad- 
jacent to small communities in Alberta. The Alberta 
Board estimates that if these communities were served 
they would require 892 billion cubic feet over the 
next thirty years. The available use of 892 billion 
Gubiec feet will only come to pass if, in fact, the 
local communities are connected up to those fields. 
Most of these communities are very small and it will 
require gas discovery in the vicinity of the town 
in order to make it possible to serve the town at all. 
So, if new gas is not discovered to supply the town, 
the towns will not be supplied and, of course, the 
requirement will not be there. 

In the Peace River Area, considering the 
amount of gas required for Provincial use and for 
export to Westcoast and Dawson Creek, British Columbia, 
we have 100 per cent. of our requirements. the 
requirement of Westcoast, for the purpose of finan- 
cing, is, approximately, a twenty-year supply and 
IT am referring here to a thirty-year supply, so 


the fact that the requirements are 100 per cent. of 
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the available supply does not adversely affect 

the situation at the twenty-year mark. It is 
Similarly true of the Montana Power; the Montana 
export situation. Montana was granted the right 
to export 294 billion cubic feet from fields that 
contained 294 billion cubic feet. For gas author- 


ized for Trans-Canada, they are presently authorized 


to take out 4.35 triilion cubic feet and IL can see that 


Lc is ferices! ahi 2eact. (.. triliton cubic, feet 
can readily be hooked into the Trans-Canada system, 
so this makes it possible -- what I have attempted 
to do here, is to provide for additional gas for 
Trans-Canada which, even though it possibly has not 
been made public by the company but which is common 
knowledge, that Trans-Canada will need all this 
additional gas. 

In the last column we are asking to export 
from Southern Alberta 1.3 trillion and we have 1.8 
trillion of proved reserves in the three fields we 
are talking about, Savanna Creek, East Calgary and 
Wimborne. There remains 828 billion cubic feet 
of gas in little fields sprinkled around the country 
that are beyond economic reach at this time. Going 
to our total figure, our estimate of the proved 
gas reserves in Alberta is 22333.3 trillion. Esti- 
mated requirements include export for which we have 
an application pending which is 15.2 triliion in- 


cluding all proven requirements. All expanded 
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Trans-Canada requirements amount to 68 per cent. 
of the available supply. 

MR. FRAWLEY: You have not left very 
much for Alberta and Southern. 

MR. BETHERINGTON: Tha ceoriL eu.) (lOO 
not have a column for them here. 

MR. HELMAN: You did not have room on 
the page, is that it? 

MR. FRAWLEY: That last column --- 

MR. PATTILLO: That is the uneconomic; is 
that what you mean, Mr. Frawley? 

THE CHAIRMAN: Perhaps you should add a 
column. 

MR. PATTILLO: Mr, Chairman, perhaps this 
might be a good place to have a break. 

THE CHAIRMAN: We will have a break for 


ten minutes. 


=-=--A short recess. 


THE CHAIRMAN: Gentlemen, we shall now 
resume. Mr. Hetherington, Dean Hardy would like to 
ask you a question. 

MR. COMMISSIONER HARDY: Mr. Hetherington, 
I have just one short question in explanation of 
page 25 under Redwater. The figure ee nC. 6 
There is no source of that estimate given. 

R. HETHERINGTON: IT am sure that just 


must be an oversight, Dean Hardy. That must be the 
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Board's estimate. We did not make an independent 
estimate. tT Wikdaeheek oni that but) Ll am. quite 
Sure, thateia so. 

MR .«jCOMMISSIONER.HARDY:» The figures. are 
anDRD TLeNty aie oe 

MR. HETHERINGTON: Yes. 

The Westcoast Project in British Columbia 
and Northwestern Alberta: Westcoast was incorporated 
by Act of Parliament of Canada on April 30, 1949. 

The principal executive offices of Westcoast and its 
head office are located in the Pacific Building, 
Calgary, Alberta. The pipeline operating offices 
are located at 1155 West George St., Vancouver, 
British Columbia. 

The first venture of Westcoast was the con- 
struction and operation of a 4 1/2-inch pipeline, 

17 miles in, length, from Pouce, Coupe, Alberta, .to 
Dawson Creek, British Columbia, for a 29-month 
period from December 1950 to April 153. The property 
then was transferred to Peace River Transmission 
Company Limited, having served the purpose of deter- 
mining the feasibility of gas pipeline transmission 
in the temperatures prevailing in the far northern 
areas of Alberta and B.itish Columbia. This / 
project was authorized by appropriate orders issued 
under the Pipe Lines Act of Canada and The Gas 
Resources Preservation Act of Alberta hereinafter 


described. 
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Authorizations required for Gas Pipeline 
Construction: Under the British North America 
Act of 1867, the Parliament of Canada has exclusive 
jarisdiction over inter-provincial and international 
trade, including the transportation of natural gas 
between the provinces and in international commerce. 
This control is exercised under two statutes of 
the Parliament of Canada, namely, (1) The Pipe 
Lines Act, which requires the approval of the Board 
of Transport Commissioners for Canada for the cons 
struction and initial operation of an inter- 
provincial or international pipeline and (2) The 
Exportation of Power and Fluids and Importation of 
Gas Act, which requires a license from the Minister 
of Trade and Commerce of Canada for the exportation 
or importation of natural gas. 

By an order dated June 6, 1955, the Board 
of Transport Commissioners for Canada approved the 
proposed route of Westcoast's pipeline and granted 
an extension of time for the construction and com- 
pletion of the pipeline until October 31, 1957, 

By an order dated July 29, 1957, the Board of 
Transport Commissioners authorized the proposed 
extensions of Westcoast's gathering system in 


British Columbia, subject to completion in 1958. 
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On June 27, 1955, Westcoast received an 
amended license from the Minister of Trade and Com- 
merce to export from Canada up to 125 billion cubic 
feet per year (approximately 343,000 Mcef of gas per 
day) for a period of 20 years from the commencement 
of such exportation. This export license is contin- 
gent upon Westcoast's agreement to supply gas to 
any Canadian consumer without impairment to any 
existing service including service to Inland Natural 
Gac.Co, Ltd, (inland); British Columbia Electric 
Company Limited (B.C. Electric) and Pacific North- 
west Pipeline Corporation (Pacific Northwest), pro- 
vided such Canadian consumer can be reasonably 
economically supplied. The Exportation of Power and 
Fluids and Importation of Gas Act, passed by the 
Parliament of Canada in 1955, specifically provides 
that any license issued thereunder can be terminated 
for a violation by the licensee of the terms of the 
license granted and the regulations Spl LCab om uiele= 
to after notification to the Licensee of such default 
and the failure of the licensee to remedy such 
default. | 

In addition to the export license, West- 
coast also received a license dated November stele 
1955, to import natural gas from Pacific Northwest 
for interim service to B.C. Electric, which termin- 
ated with respect to deliveries to B.C. Electric 


on October 1, 1957, but remains in effect with 
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respect to such volumes as Westcoast may require 
for service to its system in the event of emergency 
interuption of gas from Canadian sources. 

The petroleum and natural gas leases issued 
by the Government of Alberta contain a covenant by 
the lessee that the gas produced from the leased 
lands shall not be used outside the province without 
the prior consent of the Lieutenant Governor in Coun- 
cil. The appropriate Orders in Council expressing 
the consent of the Lieutenant Governor in Council 
have been obtained in connection with the lands located 
in Alberta from which Westcoast obtains a portion of 
its gas supply. Westcoast and Westcoast Transmission 
Company (Alberta) Ltd. (Westcoast Alberta) have also 
obtained the issuance of a permit to them under The 
Gas Resources Preservation Act of the Province of 
Alberta, dated June We 71952, authorizing ine exporta- 
tion of gas from the Peace River area of the Province 
of Alberta to the markets to be served by Westcoast. 
This permit, as amended, is for a term expiring Decem- 
ber 31, 1979 and restricts the amount of gas to be 
exported from the province, providing that not more 
than 1,080 billion cubic feet shall be exported during 
the term of the permit, nor more than 56 billion 
cubic feet in any 12-month period, nor more than 190 
million cubic feet in any one day. 

Apart from the authorizations required by 


any Canadian company desiring to export gas from 
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Canada, the customer of the Canadian company desir- 
ing to purchase such gas as may be delivered to it 
at the United States border must obtain authoriza- 
tions from the Federal authorities in the United 
States permitting construction of the faclLlities 


to transmit gas to the communities to be served in 


the United States, construction of facilities at 


the United States border to take delivery of the 


gas and a permit to import gas into the United States. 
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such a United States company is a natural 
gas company as defined in the Natural Gas Act of 
1938 as amended, and is subject to the jurisdiction 
of the Federal Power Commission under that Act. 
The Federal Power Commission is empowered to grant 
to such a company a Certificate of Public Convenience 
and Necessity to engage in the transportation or 
sale of natural gas in inter-state commerce for 
resale for ultimate public consumption. In addi- 
tion, under Section 3 of the Act, the Federal Power 
Commission is empowered to grant to a company de- 
siring to import gas into the United States a per- 
mit to import the gas. The Federal Power Com- 
mission, acting as agent for the President of the 
United States, also is empowered to authorize the 
construction of the facilities at the international 
border through which such gas may be imported. 

The Pacific Northwest, which is the 
customer of Westcoast in the United States, has 
obtained the above required certificates and permits. 

THE CHAIRMAN: May I interrupt you, for 
a moment. For the benefit of the Commission, 
would you put on the record what regulations or 
statutory requirements there are in the Province 
of British Columbia which might apply? 

MR. HETHERINGTON: There are no statutory 
requirements, im the, Province, of British..columbia 


regarding the export of gas. 
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THE CHAIRMAN: Thank you. 
MR, HETHERINGTON: Description Of 
Pipeline Facilities (Peace River): Both West- 


coast and Pacific Northwest having obtained the 


authorizations mentioned above, on October 1, 1955, 
Westcoast commenced the construction of its gas 
transmission pipeline system, which it completed 

on October 1, 1957. The Westcoast pipeline con- 
nects the producing areas of the Peace River country 
in northeastern British Columbia and northwestern 
Alberta to markets in British Columbia and the pipe- 
line system serving markets in the United States at 
a point on the international border between British 
Columbia and the State of Washington southeast of 
Vancouver, 

The gas transmitted through the pipeline 
system from fields in northwestern Alberta, is 
purchaseu and gathered by Westcoast Transmission 
Company (Alberta) Ltd. a wholly-owned subsidiary 
of Westcoast, and is delivered under contract to 
Westcoast at a point on Westcoast Alberta's 
gathering system in Alberta approximately three miles 
east of the British Columbia border. WestCOast 
itself purchases and gathers gas from fields in 
northeastern. British Columbia. The gathering 
system in operation consists of approximately 27 
miles of line of varying diameters operated in 


Alberta by Westcoast Alberta, and approximately 
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89 miles of line of varying diameters operated 
by Westcoast in British Columbia. 

The gathering systems are connected to 
Westcoast's main transmission facilities, consisting 
of approximately 650 miles of 30-inch diameter pipe- 
line and 37 miles of 26-inch diameter pipeline, be- 
ginning at a point near Bonanza, Alberta, proceeding 
by Taylor, British Columbia generally southwest along 
the John Hart Highway to Prince George, and then 
south through the Fraser River valley to Williams 
Lake, from which it runs cross-country by Savona 
and Merritt to Hope, then to a terminus at the 
international border near Sumas, Washington and 
Hunt*nedon, British Columbia, where the line con- 
nects with facilities of B. Cc, Electric, which serves 
the metropolitan area of Vancouver, and the facilities 
of Pacific Northwest, which serves the States of 
Washington, Oregon, Idaho, Utah and Colorado. 

The pipeline is powered by four compressor 
Stations, spaced approximately 160 miles apart with 
an aggregate of 50,500 installed horsepower, 

There is presently under construction an 
additional 84 miles of gathering system in British 
Columbia which will extend the gathering system to 
a point at about Mile 73 on the Alaska Highway, 
and provision has been made for the installation of 
additional compression of 2,000 horsepower, Upon 


completion of the installations the capacity of the 


sige Statement. goigiey: =o Aste al 
efdmaelod fin eeu GE r: 7 -" 


tea uy PAN Se ae ROE ; 
 egnita hanan, Ae Stthe?: opt toled iene wee Pa) 


agtome £8, dark OF- RO sett m- CaO" ited antxongize “to. 
vetempdbaand bees To porta fe aa “nine | 


“Od p _ 
~ed_,antiaghe. 7 
patbensote, POEL D . GEARAOT KS oid 2 oe withds 
ancitnoa,, 4S ia tsnem wedested ‘eke eae “sonal vd 


‘ 
cas 
ee a 

tie 


oy ee oa, af wswtin tt $tatl “gtest art 


' ; 

on rs re ene 

fier] ONS «SSRIS wee: we 
feed er : ; 


| es ee ee 
/ eeeiftiiw of watkeveaev i -noesst ers tispoxdd fJvos 


OVER vd. pudmioe. set). aire +f dobiw mort ¢fed” 


| i¢ +4. agglerad seo “oot .eqon ot s¥ivretl one 


4 


| te nigtantlesW pene .180n Sabuod Lanotssaretat 
acht oot souagie-,eieinloo.” Haldied Grothartaud 
epee tS, 0;-:8. 20. abt EE RT aid fw pdosn 


peti ti ist. oid. bite. ,Aevircomevets: goers feriiogwited edt 


46 netad? add. aavise..folme  gaswelese Sitios to 
\ 
shstoled .bas as7u: secdsbl  - eegeee” prodadineswW 


— 


ive Pes are Ce ei . 7 
gneeevomon urd) yd besewog at onLlod ig “sit” 


7 


| a Oy 
be nuiw sage eslin oof. yletam, Eeorges “hie Bee 7 NéIteds 


“- 


gB iS 


sTSVOQsSTON . bal fadeat: ‘HOw 08: ab ‘es 


ee 


re HU STOUT BAGH Sehr OS Sisesey oh SeOH i 
dnt? ta Si Mets Uys piven es. eq 28t — ‘Endy tone 

od madaye apisestag ait protxe SUC fs ig elie 
Noararig 16, preata - oa ot 0 a oh iotks 

30 xe PORE LG Bae ae; hae B 


nog: 4 srg 


982 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


pipeline system will be 400,000 Mcf per day. The 
ultimate capacity of the main pipeline system with 
the installation of additional horsepower in four 
additional stations will be 660,000 Mcf per day of 
gas. This capacity can be further extended by a 
parallel pipeline on the same right-of-way as 
required to meet increasing market demands in the 
future, 

The picture on page 30 is a picture of 
the Peace River crossing by two 26-inch diameter 
pipelines, with the McMahon gas processing plant 
in the background. this is the start of the 
Westcoast pipeline. 

The plant that is shown in this picture 
is then described. 

Description of Gas Scrubbing Plant: West- 
coast has constructed at a site on the north bank of 
Theweace Hiver in the wicinity of Taylor, British 
Columbia, a gas scrubbing plant (I will refer to it 
as the "gas scrubbing plant") , which is processing 
the raw natural gas produced from gas fields north 
of the Peace River in British Columbia in order to 
make available dry specification pipeline gas for 
transmission and marketing and to recover raw hydro- 
carbons and sulphur by-products. The initial design 
capacity of the gas scrubbing plant is defined 
for contract purposes as being such as to process 


sufficient raw gas to produce 250,000 Mcf per day 
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eal 


of dry specification pipeline gas with raw products 
of not less than 10% of the propane, 55% of the butane, 


and essentially all of the liquid hydrocarbons con- 


tained in the raw gas delivered to the plant. The 
gas scrubbing plant has been constructed so that 
its capacity can ultimately be increased to process 
sufficient raw gas to produce 400,000 Mcf per day 
of doryispeciiteatiton pipeline gas. 

With this end in view, it was determined 
that it would be more economical to install a 
portion of the equipment required for future expan- 
Sion at the same time as installation of equipment 
for tChesinigialiwasdavailable. For this reason 
the gas cscrubbing plant as constructed’ can be ex- 
panded without curtailing plant operations which would 
otherwisenrequires interruptions in the delivery of 
pipeline gas. 

Capatad® ost: The capztal cost of all 
the pipeline, compression and processing facilities 
to be completed as of November 1, 1958, is summarized 


as follows: 
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Westcoast Transmission Company Limited: 


Capital Cost -- Facilities to be completed 
by Nov, 91, 1958 


(Based on actual costs and commitments to 
Jan. 1,1958) 


Main Pipeline 


984 
ANGUS, STONEHOUSE & CO. LTD. 
Land, Rights of Way and 


Damages er Tee OOO 
Pipe and Installation 92,580,000 
River Crossings 4,544,000 
Meter and Regulator Stations 840, 000 
Communications 256,000 
Miscellaneous Property 1,489,000 
Pipe and “installation 1 209,000 
Testing Equipment 267, 000 
Initial Line Pack (gas) 70,000 

nea 
Gathering System 


Pipe and Installation 21,414,000 
Compressor Stations 

Compressors and Installation 21,314,000 
Gas Scrubbing Plant 


Building, Tanks, Processing 
Equipment and Installation 19,603,000 


Housing Investment 


brocessing Plant and Com- 
pressor Stations 1,958,000 


of 
“f 
' 


Pe Maes he ae ne Te yee 
obs? race nn ee : Ane rane ete r 


1533 Pehl, yopane. totes samc 


Berortqnas ae ot ‘Bebcabines. an 
5 Seat aoe VOR xd . 


Py oa Ye = oe ae 
me Cetae af eee ci “bd eth ana 


it 


| oF ERP Oe at Ga “Lauds no 
| (6A0I . .286 
y 
| 


tiga te i ae 


ae bus qe! ‘10 adeiaire 


SE cee. ROR so ue E a uk: 

O00 OBE. SE cottsl latest bia = (coe 
Sage came erento om “Ni 

SOO, dpe ae ogatenond revel 

enc, Gs ano btste novaliaan | tas Co 

ree ta Bae is f. 


=~ oT 
| ; — Lae i aa 3 il fe Bip . ee v fee vis 
| co, eR f. - TAS oor, * susonticaoet . 
. KO: LO2EF aot a ciiaenee bn oaks 
shy! eon ah Ne Bey y J z: eat an oe 
COG, Yes suet paideot 
a; “ i bess a 

) Bek ed See ay ere ae 
Best sx, COO TOT ( mith 8 stoiet a: oi fotdknt i, 
: SoM ait ; 


dat RC oes Wate ee IM Ciren niet ae 
' Abr rloe.. Ba sh eg Renee, : 
mae one grinertted 
a, i 1 Pe) “ 7 
- ry aia! ae rs 


Set 


4 ra £ ines toelasend ons — ; 


en iag ay 


. scotia 


rere waa Bee 


Go, Pod ct nottelladwal Sop 3: 


nin these cs 


ae - ae 


7 Ss a | 
a 
a 


eo 


ANGUS, STONEHOUSE & CO. LTD. 985 
TORONTO, ONTARIO 


Undistributed Costs 


Corporate and Management eon? OCO 


Engineering and Supervision 9,232,000 


Interest During Construction 8,152,000 


Financing Costs 3.135,.000 

Exchange Loss 3,560,000 30,559,000 
Toca! $196,876, 000 
Less Interest Earned 783,000 
Totad Capitak Cost $196,093, 000 


In order to provide housing accommodation 


for the employees for the pipeline and gas scrubbing 


plant operating. personnel, Westcoast arranged for the 


erection of 136 housing units situated as follows: 


Fort St. John, British Columbia 85 Units 
avyior Piave, Brivish Columbia 9 Units 
Fort McLeod, British Columbia 16 Units 
Australian, British Columbia ve Unie 
Savona, British Columbia 14 Units 


This construction was carried out through 
the agency of Westcoast Transmission Housing Ltd., 


a wholly-owned subsidiary of Westcoast at a cost 


to the present time of $2,346,981 including mortgage 


loans. 


Westcoast Production Co. Lid: Westcoast 
Production Co. Ltd. (a wholly-owned subsidiary of 
Westcoast) holds an interest in oil and gas properties 


comprised in 2,304,120 acres in northern Alberta and 
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northeastern British Columbia, equivalent to a 
net 561,931 acres on which there are completed 
87 wells capable of production, including 6 oil 
wells and 81 gas wells. Westcoast Production is 
currently proceeding with active development of 
the properties held by it in northeastern British 
Columbia and northern Alberta. in eddition, with 
its associates, Pacific Petroleums Ltd., Canadian 
Atlantic O11 Company Ltd., Phillips Petroleum 
Company and El Paso Natural Gas Company, Westcoast 
Production is participating in drilling exploratory 
wells in two structures in the foothills area of 
southern Alberta, namely, the Sullivan Creek field 
and Keystone field. 

Gas Purchase Agreements: Approximately 
65% of the gas initially contracted for purchase 
by Westcoast is covered by contracts with Pacific 
Petroleums Ltd. and its associated companies. 

A description of the terms and conditions 
of the gas purchase agreements held by Westcoast 
is as follows. 

Westcoast has four contracts for the pur- 
chase of natural gas with producers in British 
Columbia providing for the delivery of the fol- 


lowing maximum daily amounts of gas: 
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(Volumes at 15.025 psia and 60° F,) 


Gulf States 

Oil Company 
Peet. Le a We i 9 J, B. White,or Canada and 
Petroleums Petroieum A. M. Lioyd El Paso Natur 


Bauer = 
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1) Westcoast on 4 months' notice, has the option 


to increase the daily gas deliveries ‘by 25,000 Mcf. 
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inereased and otherwise related to the volume of 


de 
Cx 


gas reserves proved from time to time. 


Westcoast Alberta has five contracts for 


the purchase of natural gas with producers in 


Alberta providing for the delivery to Westcoast 


Alberta of the following maximum daily amounts of gas: 


(Volumes at 15.025 psia and 60° F,) 


roleums and Royali 

Paciiye Westcoast Imperial Occ or, 

Petroleums Production OL Pathfinder Canadi 
Ltd (1) Cou ltd Limited Petroleums Fina Oi 

ola bs (3) limited Limite 


Pacii 1c Pet= 
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Notes: 
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By supplementary agreement dated April ° 
21, 1955, Westcoast Alberta has an option 
to increase the daily gas deliveries up 
Lor December Si, 1960 by 303000 Mer, 

By supplementary agreement dated April 
21, 1955, Westcoast Alberta has an option 
to increase the daily gas deliveries up 
to December 31, 1960, by 10,000 Mcf. 
Deliveries under this contract may be de- 
ferred, at the option of Westcoast, 


to November 1, 1960. 
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There again, there are certain provisions 
for increasing the takes from certain of the fields 
and, in those places, those provisions are in effect 
at this time. 

THE CHAIRMAN: Thank you, 

MR, HETHERINGTON: In addition to the above 
contracts, Westcoast Alberta has entered into con- 
tracts with Shell O11 Company and The British 
American Oi1 Company Limited, to the effect that 
Westcoast Alberta and the two respective producers 
wil) begin consultations prior to January 1, 1959 for 
the purpose of entering into gas purchase contracts with 
respect to the gas to be produced from certain lands in 
Alberta at prices to be mutually agreed upon, which 
shall not be less than a stated minimum. The gas 
under the respective producers! lands, except for 
Say amour eequired 1or Local distribution, 1s 
dedicated to these contracts until January 1, 1960, 
subject to the consummation of gas purchase contracts 
with such producers within the time specified in such 
contracts. 

Westcoast Alberta has entered into a contract 
with Westcoast to deliver to Westcoast all of the gas 
it has contracted to purchase from producers in 
Alberta. Westcoast Alberta is financed, managed and 
operated by Westcoast and the price paid by West- 


coast for the gas is an amount equivalent to the 
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contract price paid in each case by Westcoast 
Alberta to the producer plus an additional amount 
which will provide for the payment of all costs of 
Westcoast Alberta and provide it with a reasonable 
revurm om the investment in its pipeline facilities. 

The various gas purchase contracts are 
generally similar in form, the producers being 
obligated to make delivery of the gas at a central 
point-ain- €ach field, subject-to the rireht to-use 
such volumes of gas as may be required for produc- 
tion and development purposes. The contracts 
provide that the producers shall deliver a specified 
maximum daily volume of gas from the leases specified 
therein and that Westcoast or Westcoast Alberta, 
as the case may be, except in the case of the British 
Ceodumbia acreage of Pacific Fetroleums Ltd., will 
take delivery of a total volume in each year of 
2 minimun of 263 times the maximum daily volume 
obligation in effect from time to time. 

ins amounts to a 2 per cent load factor 
guaranteed take. 

im respect’ to all gas delivered by pro- 
ducers in Alberta and from points south of the Peace 
River in British Columbia, the gas delivered shall 
be dry pipeline ms free of hydrocarbons and sulphur 
as specie, ii Yespect to gas delivered north 
of the Peace River in British Columbia, the gas 


shall be delivered to Westcoast in its raw state 
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as produced except that the producer may extract 
hydrocarbons and liquids by mechanical separation 
where such processing will not reduce the liquid 
content of the gas below 0.5 gallons of pentane plus 
per Mcf. 

The prices, which are to be paid under 
the contracts previously referred to for gas pro- 
duced in Alberta and from fields south of the Peace 
River in British Columbia and for the residue gas 
at the outlet of the gas scrubbing plant in the 
case of gas delivered from fields north of the 


Peace River, are as follows: 


' 
. 
{ 


ome 


aif 
Ba A Le othe 


> 
it 
ee 
' 
* 
¢ 
\ 


7 a 7) 


Ar cow newonn 
= 


or Saab te 


Sy % ch Vy .) hy a a. nia 
eae a 
ad ‘ a ” 
| +3 aileep's Cried 
i : f i ag 32 rn, 
hy re 
‘ ; j navs. Steny 
’ 
’ i Ts =) hima 
: 
$ % Ke 
Fl é Gee z 
a “pe ‘weary 
a ; « 4 
cite 
1 ied, 
+ a ” 
‘ 2) = as i 
i, 
‘ * ¥ o<¢ 
Sahay : 4 Lo’ Ve 
+ 
disc) Gah Bi 
: J 
. ES 
; SV Be Re 
fe: 
ee 
5 
: = 
tS 
» 
: : 
a 
- 7 _ R 
am} 7 a a 7 


ANGUS, STONEHOUSE & CO. LTD. See 
TORONTO, ONTARIO 


Per Mcf 
Field Price Dry Pipeline Gas Cents 


For the period following the first delivery 

of Gas to January 1, 1963 10 C 
For the year 1963 10 1/4 ¢ 
For the year 1964 10 1/4 ¢ 
For the year 1965 1S 12 
For the year 1966 Names ee 
For the year 1967 10 3/4 ¢ 
For the year 1968 lal C 
For the year 1969 1-1/4 ¢ 
For the year 1970 dae bec 
For the year 1971 11 3/4 ¢ 
For the year 1972 ARZ G 
For the year 1973 AZ C 
For the year 1974 12 1/4 ¢ 
For the year 1975 snail Aaa 
For the year 1976 1211/2 6 
For the year 1977 te ye 
provided that, for each month after commencement of 
deliveries hereunder and before November 1, 1963, dur- 
ing which the maximum billing demand billed to its 
customers by Buyer is less than an average of 460,000 
Mcef per day, the said price shall be reduced as 


follows: 
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Adjustment 
per Mcf 
Cents . 
Less than 460,000 but equal to or 
more than 425,000 1/2c¢ 
Less than 425,000 but equal to or 
more than 400,000 3/4e 
Less than 400,000 but equal to or 
more than 375,000 13/40 
Less than 375,000 but equal to or 
more than 350,000 2 3/4e 
Less than 350,000 but equal to or 
more than 325,000 3 1/4e 
Less than 325,000 but equal to or 
more than 300,000 3 3/4e 
Less than 300,000 4 


Perhaps I should explainthose tales. 

The first table shows the scheduled base prices 
payable. The second table shows the volume ad- 
justment. When the pipe line has a billing demand 
of less than 460,000 cubic feet a day the base price 
is reduced by the amount shown in the second table. 
As the volumes on the pipe line increase the net 
price to the producer increases, and after the volume 
on the pipeline reaches 460,000 cubic feet per day 
the tabulation of deductions is no longer applicable 
and the full base price is payable. 

MR, STEER: You read that from the bottom 
up -- you start at the 4 cents at the bottom and you 
go up to the 1/2 cent at the top? 

MR, HETHERINGTON: Yes, within each of the 


brackets of billing demands as shown. 
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On the basis of anticipated maximum firm 
gas sales of 400,000 Mcf per day by November 1, 1959 
the price payable to producers will be 9 1/4 cents per 
Mets 

All of the purchase contracts contain 
provisions to the effect that, if Westcoast or 
Westcoast Alberta should enter into any contract 
for the purchase of gas with a producer in the Peace 
River area Of Alberta or British Columbia, as the 
case may be, containing terms more favorable to the 
producer than those contained in the existing con- 
tracts, the more favorable terms will become 
applicable to the existing contracts in each Pro- 
vince at the option of the producers in such Province. 

The contracts contain provisions for adjusting 
the price to reflect changes in the rate of exchange 
between Canadian end United States funds below 95% or 
above 105%, as the case may be, and for increases in 
certain Canadian taxes on the producers. The cons 
tracts, with certain exceptions, provide that, at 
the expiration of the 20-year period, the price to 
be paid by the Westcoast or Westcoast Alberta, as the 
case may be, for natural gas is to be mutually agreed 
upon with the producers and in the event that no 
agreement shall be reached, the price in effect in 
the 20th year shall prevail, subject to the respec- 
tive producers! rights to terminate their contracts 


upon six months! notice. 
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In the case of raw gas containing hydro- 
carbons and sulphur delivered from fields north of 
the Peace River, Westcoast will pay, as an additional 
component part of the price per Mcf of gas delivered, 
up to 40% of the sales value of liquid petroleum gases, 
natural gasoline and sulphur recovered in the gas scrub- 
bing plant, calculated in respect to each delivery 
point as follows: 

By-Products Price Schedule 
The portion of the price per Mcf based on the 
by-products shall be the total of the component 
prices per Mcf for pentanes Mie. Ur Ges sel oaUr 
and other material extracted and sold, determined 
for each delivery point as follows: 
(a) The component price for pentanes plus 

per Mcf of gas delivered obtained by 

multiplying the GPM (ealione per mi tition 

cubic feet) of pentanes plus by the adjust- 
ment for actual monthly plant production as 
hereinafter defined, by the applicable per- 
centage set forth in Subsection (e) of this 

Section 2 and by the average price for 

pentanes plus being received by buyer 

f,.0.b+e 1ts gas processing plant. The 
adjustment for actual monthly plant pro- 

duction hereinbefore mentioned shall be a 

fraction, the numerator of which shall be 


the actual net plant production of pentanes 
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plus during the month and the denominator 
of which shall be the sum of the pentanes 


plus contained in the gas delivered by 


all sellers during the month. 

(b) The component price of LPG (Liquefied 
Petroleum Gas) per Mef of gas delivered 
obtained by multiplying the GPM of LPG by 
the adjustment for actual monthly plant 
production as hereinafter defined, by the 


applicable percentage set forth in subsection 


(e) of this Section 2 and by the average 
price for LPG being received by buyer, 
f.o.b. its gas processing plant. The adjust- 


ment for actual monthly plant production as 


hereinbefore mentioned shall be a fraction, 


the numerator of which shall be the actual 


net plant production of LPG during the 
month and the denominator of which shall 
be the sum of the LPG contained in the 


gas delivered by all sellers during the 


month, 


(c) The component price for sulphur per Mcf 


of gas delivered obtained by multiplying 
the LPM (Pounds per Mcf) of sulphur by 
the adjustment for actual monthly plant 
production as hereinafter defined, by 


the applicable percentage set forth ary 


subsection (e) of this Section 2, and by 
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the average price for sulphur being 
received by buyer, f.o.b. its gas pro- 
cessing plant. The adjustment for actual 
monthly plant production hereinbefore 
mentioned shall be a fraction, the numera- 
tor of which shall be the actual net plant 
production of sulphur during the month 

and the denominator of which shall be 

the sum of the sulphur contained in the 
gas delivered by all sellers during the 
month, 

(d) The component price for other materials 
extracted and sold per Mcf of gas de- 
livered shall be determined in a manner 
comparable with the provisions of sub- 
sections (a), (b) and (c) of this Section e. 

(e) The applicable percentage to be employed 
in subsections (a), (b), (c) and (d) of 
this Section 2 for the gas delivered 
hereunder at each delivery point shall 


peras follows: 


Applicable 
GMP of Pentanes in Gas Percentage 
Lessethanrno. 25 -O 
Equal to 0.25 but less than 0.50 37% 
Equal to 0.50 but less than 0.75 38% 
Equal to 0.75 but less than 1.00 39% 
Equal to or more than 1.00 40% 


provided, however, notwithstanding anything hereinbefore 
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set trorth An “this Article VI, the buyer specifical- 
ly reserves the right to renegotiate an equitable 
charge for processing raw gas delivered at any 
delivery point which has a GPM of pentanes plus 
less than 0.25 and failing agreement, to discon- 
tinue accepting raw gas at such delivery point. 

Theat ve taken miecht: cut of cur ucontract. 
It is very technical and boring, but the net effect 
is that the producer in addition to receiving the 
base price per Mcf for residue gas out of the plant 
receives up to 40 per cent of the revenue obtained 
from the sale of the by-products extracted from the 
gas associated with the residue that he has sold. 

THE CHAIRMAN: Yes. 

MR, HETHERINGTON: Westcoast has pro- 
vided for the sale of the hydrocarbons and sulphur 
recovered in the gas scrubbing plant in accordance 
with arrangements as hereinafter described. 

Hydrocarbon Sales Agreement: Westcoast 
has entered into an agreement (the "Hydrocarbon 
By-Product Purchase Agreement") with Pacific 
Petroleums Ltd ("Pacific") and Phillips Petroleum 
Company ("Phillips") whereby Pacific and Phillips 
will purchase the entire production of liquefied 
petroleum gas (LPG) and liquid hydrocarbons from 
the gas scrubbing plant. 

The term of the Hydrocarbon By-Product 


Purchase: Agreement is for an initial period ending 
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at the expiration of the twentieth year following 

the year in which the first delivery of raw by-products 
shall be made by Westcoast, and will continue in 

effect thereafter from year to year until terminated 

on eighteen months! notice by either party to the 
other. The contract provides that Pacific and 
Piilitps will pay 35ci per barrel. Tor: mixed propane 

and butane and $3.25 per barrel for liquid hydro- 
carbons for a period ending with the expiration of 

the fifth year of the aforementioned twenty-year period, 
and thereafter Pacific and Phillips will pay for 

each succeeding five-year period such prices as shall 
be mutually agreed upon by the parties, and, in the 
absence of such mutual agreement, the prices to 

Heapad. sna bybewthe prices -inveffect for the pre- 
ceding five-year period. 

Pacific and Phillips are jointly con- 
structing and will own and operate the refining plant 
AtHa Site adjacent to theogas.scrubbing plant, for 
the purpose of processing the hydrocarbon by-products 
purchased from Westcoast into marketable products, 
including finished propane, butane, gasolines, 

Giesel!) fue and other Liquide distiliates. Pao ui aC 
and Phillips are actively engaged in marketing 
petroleum products in the area which can be served 
from the refining plant site. 

Acid Gas Sales Agreement: Under an 


agreement between Westcoast and Jefferson Lake 
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Sulphur Company (‘Jefferson Lake") Westcoast has agreed 
to sell to Jefferson Lake the production of acid gas 
(for the manufacgure of sulphur) from the gas secrub- 
bing plant. 

Jefferson Lake has constructed, in proximity 
to the gas scrubbing plant, a plant for processing 
acid gas for the production therefrom of elemental 
sulphur. The sulphur plant has an initial daily 
design capacity of 300 long tons of sulphur, and 
Jefferson Lake has agreed that, as the supply of 
acid gas from the gas scrubbing plant is increased 
in increments to yield at least an additional 100 long 
tons of sulphur per day, the capacity of the plant will 
be correspondingly expanded, on notice from Westcoast 
to a maximum productive capacity of not exceeding 
600 long tons per day. 

Westcoast has agreed, until December 31, 
1959, to use its best efforts to process not less 
than 226,000 Mcf per day of gas producing an acid 
gas stream from which 290 long tons of sulphur per 
day can be produced by Jefferson Lake and, after 
December 31, 1959, to process additional volumes of 
gas sufficient to enable Jefferson Lake to produce 
in excess of 300 long tons of sulphur per day. 

The parties have agreed that all acid gas 
produced by the gas scrubbing plant up to the 
actual capacity of the sulphur plant shall be made 


available to Jefferson Lake and that Jefferson Lake 
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shall accept and pay for all such acid gas made 
available to it, except that Jefferson Lake shall 


not be obligated to pay for acid gas, in excess of 


the initial design production capacity of its plant 

which it is unable to process at any given time. 
Westcoast has agreed to give Jefferson 

Lake the right of first refusal to purchase, on 


terms no less favorable to Westcoast than it can 


otherwise obtain, all acid gas produced by the gas 


scrubbing plant in excess of the volumes contracted 
Tor; 

The price of acid gas, delivered TO 
Jefferson Lake, is expressed in sulphur equivalent 
and is based on a formula related to daily average 
production of sulphur and the maerage saieemprice per 
long ton received during the preceding quarter by 
Jefferson Lake, f.o.b. its plant, less freight, all 
Allowances and local sales taxes. The price payable 
per long ton of calendar monthly quantity of sulphur 


(daily average production or equivalent, multiplied 


by the number of cays in the month) for each quarter 
shall be the base price given below opposite the cor- 
responding daily average production or equivalent, 
adjusted in direct ratio to variations, from $20.50 
per long ton, in the net-sales-sulphur-price f.o.b. 
plant- for such quarter. One-half of the excess 
over, or deficiency below, $20.50 per long ton, shall 


be added to, or subtracted from, the base price, as 
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the case may be, provided that the net-sales-sulphur- 


price f.o.b. plant is never to be less than $16.50 


per long ton. 


Price Table 


Daily Average Production 


or Equivalent Base Price 

(Long Tons) Per Long Ton 
159.9 and under 6 4.95 
160 to 169.9 Dh 
aly (OP lemmas Pee eho 
180. to, 189.9 cece 
190 to 199.9 6.63 
200 to 209.9 7.05 
2LOaGo., 219.9 TAT 
220 to 229.9 (eee 
230. bose sd .9 © ots. 
240 to 249.9 Oy 3 
Pil Om He tee le Pe, 9.15 
260 to 269.9 SaN 
270-40, 279.9 934D 
280 and over 10.00 


That table simply says that for tonnages 


less than 159.9 tons per day the price is $4.95 -- 


the base price -- and for tonnages over 280 tons 


per day the ‘base price is $10 per ton, and the 


base price is subject to either an increase or a 


reduction depending on the sale prices of sulphur 


f.o.b. the plant either above or below $20.50 per 


ton, 
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After ten years, Westcoast has the option to continue 
the aforementioned price arrangement formula or, at 
its ootion, to receive thereafter one-half of the 
operating earnings of Jefferson Lake realized from 
sulphur produced or products recovered from acid 

gas furnished by Westcoast under the agreement. 

The agreement is for a primary term of 
twenty years, subject to extension for fixed periods 
in the event that JeffersonLake shall be required to 
increase its plant capacity as described above, and 
thereafter the agreement shall continue ine. orce 
from year to year subject to termination at the 
election of either party. 

Gas Sales Agreements - General: Westcoast 
has entered into contracts for the sale of the 
natural gas transported over its pipeline to three 
customers, Inland Natural Gas Co. Ltd (Inland), 
British Columbia Electric Company Limited (B.C, 
Electric), and Pacific Northwest Pipeline Corpora- 
tion (Pacific Northwest). 

Inland has constructed and is presently 
operating transmission and distribution facilities 
required to make gas aveklable to the British 
Columbia communities of Quesnel, Williams Lake, 

100 Mile House, Merritt, Kamloops, North Kamloops, 
Vernon, Salmon Arm, Enderby, Armstrong, Kelowna, 
Gkenmore, Penticton, Summerland, Oliver, Osoyoos, 


Grand Forks, Rossland, Trail, Tadanac, Castlegar, 
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Kinnaird and Nelson in the Okanagan Valley and 
West Kootenay districts of the Province of British 
Columbia. 

B, CC. Electric has distributed manufactured 
gas in the lower mainland area of British Columbia 
for many years, the principal market being in 
metropolitan Vancouver, In November 1956 through 
a connection at the international border near 
Huntgindon, British Columbia, B. C. Electric was 
able to take delivery of natural gas made available 
from Pacific Northwest, and constructed new facilities 
and converted its manufactured gas facilities for the 
Wee OL natural gas. Upon gas being made available 
at Huntingdon from the Westcoast pipeline system on 
October 1, 1957, the interim supply of gas from 
Pacific Northwest was terminated. 

Pacific Northwest, in October 1956, com- 
pleted the construction of a natural gas pipeline 
from the San Juan Basin area of New Mexico and 
Colorado to the international border at Sumas, 
Washington, adjacent to Huntingdon, British Columbia, 
and is now transmitting gas to communities in the 
States of Colorado, Utah, Wyoming, Idaho, Oregon 
and Washington, making use of gas provided from 
sources in the San Juan Basin and from gas de- 
livered to its facilities by Westcoast at Sumas, 
Washington, 
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daily quantities of gas which (subject to certain 
options to increase, described below) Westcoast may 
be obligated to deliver to the respective purchasers 


during the twenty-year period covered by the con- 


tracts: 


(Volumes 14,73 psia and 60° F.) 


Inland B.C, ELeecric Pacific 
Northwest 


First Period 28,000 Mef(1) 40,000 Mef(1) 203,308 Mef(2 
Second Period 36,000 Mcf(3) 50,000 Mef(3) 252,885 Mcrf(4 


Third Period 43,000 Mef(5) 50,000 Mcf(5) 303,462 Mcf(6 


(1) Prior to November 1, 1958. 
(2) Prior to January 1, 1958. 
(3) Year ending November 1, 1959. 
(4) Year ending December 31, 1958. 
(5) Year ending November 1, 1960, and each 
year ending November 1, 1977. 
(6) Year ending December 31, 1959, and each 
year thereafter to and including the year 
ending December 31, 1977. 
Inland has agreed to pay the demand rate 


on a daily minimum of 24,000 Mcf during the second 


period and 29,500 Mcf during the third period but 
no daily minimum is provided for the first period. 
Pacific Northwest has agreed to pay the demand rate 
on the full amount of the maximum gas deliverable 


to it in each of the three periods referred to in 
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the table above, but has reserved the right to 
reduce these quantities by 50,000 Mcf per day 
until January 1, 1960, but not thereafter, B.C. 
Electric has not agreed to pay the demand rate 
on any daily minimum quantities of gas, but has 
advised the Company that it anticipates that it 
will require, during the first and second periods, 
approximately 42,000 Mcf daily and, during the 
third period, approximately 58,000 Mcf daily. 

in its contracts with Inland and B.C. 
Electric, Westcoast has agreed not to supply gas 
to any other person for consumption or resale in 
the areas served by these companies unless it is 
required to do so by valid order of any public 
regulatory authority having jurisdiction, or, 
Mute seonat cer novice, Indend or Bac, Electric, 
as the case might be, should fail to supply any 
bona fide purchaser on reasonable terms. 

Gas Sales Agreement -- Inland Natural 
GasaCo. Lids Gas is sold by Westcoast to Inland 
under the terms of two service agreements. The 
first Inland agreement, covering sales to com- 
munities in the interior of British Columbia other 
than the West Kootenay district (the "Inland Agree- 
ment"), as amended, permits Inland, at any time 
prior to November 1, 1959, on 12 months! notice, 
to increase the daily maximum amount of gas which 


Westcoast must stand ready to deliver to it, up to, 
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HUt DOL in excess of, a total of 32,000 Mcf. 
Provision is also made for further increases thereafter, 
up to an aggregate of 16,000 Mcf additional, in the 
event that the proven and recoverable reserves avail- 
able to Westcoast and its pipeline facilities are 
adequate and the demand obligations of Westcoast's 
other purchasers are adequately provided for. The 
price of the gas to be delivered to Inland under 
both agreements is the aggregate of a commodity 
charge of 20c per Mcf and a demand charge of $3.21 
per Mcf of the monthly billing demand, The billing 
demand for any period is to be ascertained by deter- 
mining the greater of (1) the largest amount of firm 
gas (as defined in the agreement) delivered to 
Inland on any day during the 12 months ended with 
the period or (2) the daily minimum amount of 

gas agreed to be purchased. The agreements provide 
that the total of the commodity charge and the de- 
mand charge shall not eaceed 47c per Mef prior to 
November 1, 1958. At a 75% load factor, the 

price would be 34,lc per Mcf. Gas may also be 
delivered and purchased on an interruptible basis, 
subject to curtailment by Westcoast. The price to 
be paid for such interruptible gas is 2ec per Mcf 
gas delivered in excess of the billing demand for 


the day of delivery. 
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In addition to delivery through Westcoast's 
own facilities at various points on Westcoast's 
main line, gas is being delivered, up until May l, 
1961, oy Westcoast to Inland, through facilities 
constructed by Inland, at several delivery points from 
the vicinity of Savona south to Penticton. Westcoast 
will compensate Inland during this period ror the use 
of its facilities by payment of a monthly sum 
equivalent to 1.25% of the »ook cost of such facilities 
less depreciation, the said sum in no event to 
exceed $41,667 per month. After May 1, 1961, gas 
under the Inland Agreement will be delivered to 
Inland at one delivery point near Savona and Inland 
Will bear the full cost of delivery to the points 
south from Savona to Penticton of all gas 
purchased by it under the Agreement. 

The Inland agreement, covering the sale 
of gas for distribution in the West Kootenay dis-— 
trict (the "Inland West Kootenay Agreement") 
provides that Inland may, on 12 months! notice, 
increase the daily maximum amount of gas to be delivered 
by Westcoast 11,000 Mcf per day up to 21,500 Mcf of 
gas per day. Westcoast agrees to deliver the gas 
for distribution in the West Kootenay district at a 
point on the Inland pipeline system south Ch Wie ca cy 
of Penticton. Inland will make available its pipe- 
line connecting Penticton and Westcoast's main line 


at a point near Savona in consideration of a rental 
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sayment calculated at tne vate of $1.15 ver Mer 
of the monthly billing demand of all volumes of 


zas transmitted from Penticton to the West Kootenay 


GTEC U, 
LG WiLL Ge neved that. the above contracts% 
with Inland sooth contain provision for substantial 


| payment by Westcoast to Inland on account 


Of LNG Garevine wcharzes and capital expenditures 
iacurred by inland in constructing its distribution 


facilities from the connection thereor with the 


| Westcoast main line at Savona to the terminus at 
| Nelson. 


The contridution vy Westcoast towards 


tne cost cf these facilities is contained in 


tne rental »sayment to be made under the Inland 
Agzreement at the rate of $500,(00 for 33 years, 


| that is $50U,.00 a year for 34 years - a total 


SCentripviricn of S1.75),000. This contribution 


| 296 meade to Inland oy way of rental sayment for 


oy 


| hah one! A 
| the exoress purpose of assisting Inland in 

1 

Carryane the investment in its main line facilities 


| from pavonus to Penticton during the initial years 


| Of Operation orior to Inland building up its 


Warkev in the communities served by the pipelines 


| 

| 

| rrom Savona to Penticton to tneir full capacity 
estimated to be obtained on January 1, 1961. 


Under the Inland Wzst Kootenay Agreement, 


Inland undertook the ouilding of its main distribution 


itne from Penticton Go Nelson so as to provide 


a service to the West Kootenay area in wnich are 
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Sitvavead Ene SOvulOUsS CLtTics of Rossland, Trail 
and Nelson, wnose economy is based on the 
Overavion or the Consolidated Mining 


~ 


& Smelting 
CUlmpaly "olan au Frail, one of the largest non- 
ferrous Smelting and refining olants in tne world, 


7 


iva Wilson te Operated a BubStantial fertilize: 
and €neniGal “ALVisionm making use of by-sroducts rom 
non-ferrous metals treated. 


THE COnUributiLon of Westcoast to che 


Soerau ono. This pipe line Ls the reduction 


a 


am the demand rate Tor sas transmitted throucn 
Hitweine (lie CC mints per Mel based on maximum 
Patt ees Ti cack mont for the term of 20 years 


PLomethe Gace or Lire) delivery 


Reva result of whe policy adonted 
by Westcoast in providing the rental pvayments, which 
Pte LLed oy Itland acainst the capital cost 


es 


tnvectcment of the facivivties constructed by iv, 


Sao mae 22en Made eavallaole at an economic orice 
MOt exACecuitie the price charzed for eas distributed 
on Ouner areas in British Columbia south of the 
Peace River area The numoer of communities 
eventually to be Served wiil be 3/7 communities. 

Gas eervice To cheese comminivies will ce userul in 
leiivemieans The economy of tne fruit and vesetaole 


industries carried on in the Okanagan area and will 


also oe available to the minir smelting end forestry 


oe) 


industries in the West Kootenay area 
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Inland. has not.only orovided.a gas 


transmission system clus a gas distribution system 


serving the residents and industry of tae communities 


above mentioned in British Columbia, out its 
Paci ties. 30, serve. to. su oply, 2as, to.£,of the 


electrical generation plants of the British Columoia 


w 


Power Commission situated at tne communities of 
Prince Georze, Cuesnel, Williams Lake, 100 Mile 
House and Kamloops. The gas is provided at a very 


Pose eto. Say ine. (From Loe. Gost, ol 012... ‘Tniis 


favinese,ie.rer lected in the rate for electrical 
energy cnarged, to each o;.the communities served. 

Gas S.les Agreement - Pritish Columbia 
Biecoric COmMoanys wudsuwi la be sold to B..G, Electric 
under three. contracts, namely, the orincinal 


service azreement as amended, a guaranteed 


inperruptitle contract, anda thermal plant 
Saereemen. . 
Tre, srineival service agreement permits 


Pec rier oro, ab, any time prior to November 1, 
LOS ai Oni montis’ notice, to increase the 


daily maszimum amount of gas wnich Westcoast must 


Stang: resdy. to, deliver, bo. 1b, up to. £0,000. Mcr, per 


day i any time alter B, C. Blectric's purcnases 
have reacned a maximum of 5 ,COO Mcf of gas per day, 
B.C. Electric may, uoon not less than 10 months! 
notice expiring on November 1 in any year, increase 


the daily maximum amount of zas to be delivered to 
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it up to, but not exceeding 130,000 Mc? 

Tne price to be paid for the gas to be 
delivered to B. C. Electric under the principal 
service azreement is the same as that provided vor 
in the Inland contracts and is comouted in the same 
manner, excent that the billinz demand for any day 
or month snall be tne greater only of (1) the 
zreatest quantity of firm gas delivered on any day 
during the 12 months ending with such montn, or (2) 
OL% of the greatest orevious billing demand. If 
Bb. Cc Pliectric snaall exercise its right to increase 
the demand ovlizations and if the aggregate 
demand obligations of all of Westcoast's purchasers 
shall then exceed 520,000 Mcf of gas per day, 
the gas delivered to B. C. Electric shall, to the 
extent that it causes the aggregate demand 
Obligations to exceed 520,000 Mcf, be billed at a 
commodity: charge rate of 2l.ec per Mcf rather 
than 20 per Mer. Interruptible gas is priced on 
the same basis as in the Inland Agreement and the 
agreement contains the same price limitation until 
November 1, 1958. 

The guaranteed interruptible contract 
provides that on or before May 1, 1957 and January 
1 in each ef the calendar years 1956 to 1961, B. Cc. 


Electric will advise the Company of its peak day 


requirements for firm gas and interruptible gas, 


OOO 08 1 maLoseges: war, 48 
63 aa; e021 .10T: bi, ot 62 BOT ‘edit Ae if 
ie 

Qomtipa: BAe_ehny, .ofrsssl® .D eee PrsovEte ma } 
TS geld ee. saree, SMBs SU? oa PERS he a salves | 
gee Sen) pedo ee ee. Sa Seoeieies tire Ey, out a 
ii. a0 P Staine L1LEG S00, Jet SSoee eee | 

20-2 i4eTeass sr a Liss cde 40 


' = “° . i s 2 wy igty af) 5 its . J : AB ty re 7 ag JSST) 


(5) ‘hone yao eulecs Siva S0) saa ee 


i PS ob. ow a« . u 
rel Og Aber } Loves fiatea ola tee ioe fae 


- Lise tico Sreneb Bag 


r 
mw 
S 
’ 
fC 
ing 
; 
S 
a 
al 
> 
Stl a 
th 
~ 
—_ 
i 


Ds UN BH) a ES aes She PSUR as a taOIZS 

tian ac: ORO Re Beene oe anoldsgrtan 
papgias: SoM tee of. fa Ge eee. SEAS widens 
A? oidive ch eal ahtiquarsent (lol tego aoe cst 


oe | 


\ s 
‘ 7 hs 
| wee Oks 7 psreowmA beaidd sal nf en atee Smet ene 0a 


x o 


‘loin sofsatiqtt sofug sneu. 30) aoleinee Sh ead 


SORT qf coda omevoM - : : 

(99 Sidtaqwanscat &£ aos eiE ent . J 1 . 

Wialhet Bad Vee! «tf eM coud 10 te daria’ aabivorg Pa 
3,38 v, FAbT oF Geld emmey- usbneles ade or dons. ne £. | 


Heh veaq ott So-qregmen Mi a 
+ ae he 


tay: oy SPF Jaqurteset ine BBS. ogg tas 


Teer vr. 


1013 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


. respectively, under the principal service 
agreement for the year starting on the first day of 
Novemoer following. The Comoany agrees to hold 
avallavle for delivery to B. C. Electric up to 
an aggregate of 57,500 Mei of gas per day for a 
minimum numoer of 325 days in each of the years 


fay ar’ 


beginning November 1, 1957, November 1, 1958 
and November 1, 1959 and a minimum numoer of 265 
days and 250 days, respectively, in the years 
veginning November 1, 1960 and November 1, 1961. 


The thermal plant agreement orovides 


that berore July 1, 1950 B. ¢. Electric will advise 


Westcoast svecifyinz the maximum volume of natural 


eas oer day to be used in a thermal power plant 


Poitenos coecOmetruce tn the vicinity of Vancouver, 


which it wishes Westcoast to supply to it on a 


Ceres Wiich. shall be he firet day of any of the first 


seven months in the year 1961. The volumes so 


specified shall be 24,000 Mcf or any multiple 


tipereor up co 144,000 Mcf.| After the first notice, 


B. C. Electric may give Westcoast further notices 
Speclivire a day which shall be the first day of a 
month and shall not be earlier than three calendar 
years alter the giving of each such notice on 

which B. C. Electric desires the maximum daily 
volume of gas to be supplied to it by Westcoast to 
ve increased to a volume therein specified which is 
a multiple of 24,000 Mcf and not exceeding 144,000 


Mef in the aggregate. The volume so specified shall 
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rare a 


be the contract demand in force and the delivery 

of gas up to the volume of such contract demand 
shall not be suvject to interruption and shall 

have priority over all deliveries made oy Westcoast : 
on an interruptible basis. The price, subject to 
certain adjustments, shall be the demand charge of 


$3.21 per Mcf of contract demand not exceeding 


96,000 Mcf, and a commodity charge of 20c per Mcr. 

The orice to be paid with respect to gas Gelivered 

in excess of 96,000 Mcf up to 144,000 Mcf is not fixed 
oy the Mcontract .- “The term: or the contract is 


e0eyears from the date of firs» deliveries of gas 


under the contract. 


Gas Scles Agreement - Pacific North- 


west Pipeline Corporation: The agreement vetween 


Westcoast and Pacific Northwest provides that the 


price to be paid by the latter for gas to be purchased 


from Westcoast is to be 22ic per Mcf until January 


1 LOoG andimecc per Mef thereafter for the balance 


= 


a 


of the term of the contract, such prices being 


vased upon the application of demand and commodity 


pacesay a 90% Toad Factor. Pacific Northwest 
agrees to pay to Westcoast a minimum annual bill 


in an amount equal to 90% of the revenues which 


would have resulted from the demand and commodity 
rates above described on a 100" load factor aoplied 
to the volumes Westcoast is obligated to deliver. 
Pacific Northwest also has the right under the 


contract to purchase from Westcoast under the same 
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4 


terms and conditions the next 100,000 Mcf per 

day whicn Westcoast has available for delivery and 
sale over and above Pacific Northwest's contract 
demand and the requirements or Westcoast's markets 
in Canada, suodject to the grant of required 
eovernmental authorizations in Canada and the 

United States to both Westcoast and Pacific Northwes 

Recently there has been comment in the 
press and in Parliament with respect to the price 
charged vy Westcoast for gas Sol0 atu tne Inver - 
national Border for consumption in the United 
States, namely 22c on the basis of 90% load factor. 
This price is contrasted to the rate charged by 
Westcoast for gas delivered into the faci Ves 
of the distributing companies in British Columbia, 
pamely, Ba-G. Blectric and Inland, which is at a 
rate equivalent to 32c per Mcf at 90% load factor 
basis. 

Reference has been made to tne regulations 
under the Export and Importation of Gas Act which 
provide that the price charged by the holder of 
an Export License for gas exported by it shall 
not ve lower than the price at which gas 13. sop lLed 
by-tiindn. similar quantities and under similar 
conditions of sale for consumption in Canada. 

The gas delivered to Pacific Northwest 
is not supplied in similar quantities nor under 
similar conditions to that supplied for consumption 


in Canada. 
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The Pacific Northwest contract provides 
for the sale of 300,000 Mcf per day at a 90% 
load factor for which Pacific Northwest must 
Say WNieuiier Gare cr nou, The BR. CU, “Blectric 
Convracy, Of une Gener nand, does not require 
thec By C.*ERlectric= take any particular volume of 
gas and they reed not pay for any gas not taken. 


tHe pee >. -tiectric contract was originally 


negotiated on the then estimate that B. C. Electric 
would require about 40,000 Mcf per day at the end 
of a five-year period (approximately 13% of the 


contract obligation of Pacific Northwest). 


WicwscterOr fae CTO 6. ©. HLeCtrac Ls 


ev gne™porm. Of coneumptiony whereas the sale ror 


Pas vO react: 1¢ Norunwest sat the International 
border where there are no consumers; the major points 
o> ConsumprLonr teins rar to che south, 


No community in the Pacific Northwest 


PLaves ste receiving Nacvural “gas“act”~ a-lLower “city 
aeacerrave syiair- Vancouver, “Tne city rates at ‘the 
HoOungdarles or eSeatole » Portland’ and’ other areas in 
tie (Pacit le: Nortnwest States were “originally the 


Same vas’ for The Vancouver ‘area. -However, “Pacific 


Northwest has made application to the Federal 


Power Wonmission for, and has put into effect, an 
increase in rates of 17% which has increased the 
city Bate Yates payable by the United States 
communities from 32@c, to 37.4¢c. Pacific Northwest 


imairee Go apply for further increases as its costs 
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increase from year to year. 


i Without the sale of 300,000,000 feet per 


day by Westcoast at the border, Westcoast could 


not. have built a-pipeline from the Peace River 
area and delivered gas at Vancouver under a rate 
of about $2.00 per Mcf. 

If the Peace River gas were not avail- 
able for Vancouver from the present Westcoast 


system, Vancouver's only recourse would have been 


to obtain gas from the Pacific Northwest Company 

at the same rate it is now paying Westcoast plus 
the 17% increase now in effect, plus any additional 
increase which Pacific Northwest Company would 


charge in the future, plus the import duty on gas 


currently fixed at 3¢ per Mcf. 

The facts are that Westcoast negotiated 
the best price possible at the border in 1954 
based on fuel oil competition and the competition 
of supplies of gas from the United Statens sources. 
Westcoast adopted the city gate rate of competitive 


United States gas at Vancouver which initially 


was based on fuel oil competition at Portlanc, des- 


pite the fact that all .costs of fuels in Vancouver 


were much higher than in Portland at the time bne 
rates were fixed. 

B.C. Electric, after full investigation 
entered into its 20-year contract in order to ensure 
a firm supply for all of its requirements for 20 


years from Westcoast. 
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The negotiating of the 22% price at the 
border by Westcoast was fully publicized in 
December, 1954, again fully disclosed before the 
Oil and Gas Conservation Board of Alberta in March 
1955, again fully discussed before The Board of 
Transport Commissioners in June, 1955 and full 
information furnished to the Department of Trade 
and Commerce upon the application for the export 
licence. As a result of the contract fixing the 
ee¢ price for the sale of 300,000 Mcf per day West- 
coast has supplied gas to communities in British 
Volumbia at a price much less than could be obtained 
otherwise, and it has completed its project without 
any subsidy or cost to the people of Canada with 
benefit to thousands of residents in British Columbia 
and has provided British Columbia and Northern Alberta 
with a natural gas industry. 

Section 6 deals with potential sales of 
gas, 1958 to 1962 inclusive. Westcoast estimates 
that the demand for gas in the markets presently 
served by the Westcoast Peace River pipeline system 
and the proposed pipeline to be constructed from 
Southern Alberta to the international border at 
Kingsgate, British Columbia, for the years 1958 to 
1962 inclusive, are as follows: 

Mi pb Ae Les I think we can take this 
as read, but would you read in the total annual 


volume ? 
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MR. HETHERINGTON: Yes, in 1958 we expect 
to have a peak day of 315,005 MCF with an annual 
sale of 101,043 MMCF. 

Then in 1959 we expect to have annual 
sales -- when I say we expect, these are the poten- 
tial sales providing we supply all this market that 
is available to us -- 125,133 MMCF. 1960, 266,135 
MMCF, 1961, 321,346 MMCF. 1962, 370,989 MMCF. 

This table shows the growth of the British 
Columbia market from 62 MCF in 1958 to 231,353 MCF 
in 1962, and shows the present operative sales of 
Pacific Northwest of 252,000 MCF to an increase in 
1959 of 303,000 MCF per day. 

BRAS PATTI LLO: When do these figures in- 
corporate your proposed new extension in 1960? 

MR. HETHERINGTON: We show the additional 
market of the Pacific Northwest Pipeline Corpora- 
tion, future, 404,616 MCF per day. We show an increase 
each year thereafter of 100,000 MCF per day. 

Those are the assessments of the potential 


market available to us. 
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Westcoast Transmission Company Limited 
Years 1958 to 1962 inclusive 


Maximum Day Sales 
(Mcf @ 14.73 Psia) 


British Columbia Mar- 
kets 


Pacific Northwest 

Pipeline Corp. 
Presently authorized 
Future 


Total Pacific North- 
west 


Total Maximum Day 


Annual Volumes 
(MMcf @ 14.73 Psia) 


British Columbia 
Markets 


Pacifie Northwest 

Pipeline Corp. 
Presently authorized 
Future 


Total Pacific North- 
west 


Total Annual Volumes 


1958 


62,120 


252,885 


252,885 


315,005 


ais 7 tO 


83,073 


S25 073 


101,043 


nD 


303,462 


393,538 


- - MMCF 


25,446 


99,687 


99,037 


125,133 


(cont'd on page 1021) 
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Potential Sales of Natural Gas (cont'd) 


1961 1962 


Maximum Day Sales 


(Mcf @ 14.73 Psia) tees Payee baler so 


British Columbia Markets 183, 444 231,353 
Pacitie Worthwest Pipeline 
Corp. 
Presently authorized 303,462 303,462 
Future SOF G4 10 606 , 924 
Total Pacific Northwest 809,232 910, 386 
Total Maximum Day 992,676 see ESN Ae 


Annual Volumes 


(MMcf @ 14.73 Psia) - --+ - MMCF - - - 
Beitish Columbia 
Marke t 55,514 F Glas Page 
Pacific Northwest 
Pipeline Corp. . 
Presantly authorized 99 ,687 99 ,687 
Future 166,145 199, 375 
Total Pacific Northwest 265 , 832 299,062 
Total Annual Volumes 321, 346 370,989 


These estimates are based upon Westcoast's 


appraisal of the information furnished to Westcoast 


Dy 10S Customers in British Columbia, Pacific North- 


west Pipeline Corporation and El Paso Natural Gas 


Company. 
MR. FRAWLEY: Mr. Hetherington, why do you 
refer to El Paso? I understand you only have a 


contract with Pacific Northwest. 
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Maa HETHERINGTON: That 1s correct. The 
actual information was given to us by Mr. Paul 
Kayser, who isa chief:executive officer of both 
companies, so we let them put in Northwest also. 

MR. FRAWLEY: You have mentioned Pacific 
Northwest. 


MR. HETHERINGTON: The amount of gas 


Pacific Northwest can use depends on how much El 


Paso can use. We hope to go beyond El Paso. 

MR. FRAWLEY: Bat Con your thateae sy ustr the 
requirement of Pacific Northwest? 

MR. HETHERINGTON: But to satisfy the 


requirements we had to look into El Paso require- 


ments. 
Trea uAGTRMANT Ss) Ta think,) Mim. Hetherington, 
we had better give you a rest for a luncheon period. 


We will adjourn now and resume the hearing at 2.00 


olclork: 


---Whereupon the hearing adjourned at 12.10 P.M. 
toe eresume tab 2.00) P.M. 
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---Upon resuming at 2.00 P.M. 


THE CHAIRMAN: Gentlemen, we shall resume 
the hearing. Mr. Hetherington, shall we continue? 

MR. H&THERINGTON: Mr. Chairman, I was 
at Part 7, competitive factors affecting gas price 
and markets. 

Instead of presenting a theoretical dis- 
cussion of competitive factors affecting the gas 
price and markets, it is felt that a statement of the 
actual competitive factors encountered by the offi- 
cials of Westcoast in negotiating the contracts for 
Sale of the gas transmitted through the Westcoast 
pipeline would be of more value. 

immediately following the authorization of 
Westcoast to export gas from Canada in June, 1952, 
Pacific Northwest completed its plan to purchase gas 
Supplies in the Four Corners area of New Mexico, 
Colorado, Utah and Wyoming and made application to 
the Federal Power Commission for authority to build 
a pipeline from the San Juan Basin to Seattle and 
serve the market which Westcoast planned to serve 
through its subsidiary, Westcoast Transmission Com- 
DAD Mew elrac y 

This application was consolidated with the 
application of Westcoast Transmission Company, Inc., 
and the joint hearing of the applications pro- 


ceeded before the Federal Power Commission from June, 
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of Pacific Northwest ond dismissed the application 


Westcoast Tranemission Gompany, Inc. One of the 


© 


engons advanced for the dismissal of the applica- 


TLonemme sila ce COMM Sssaon did not think Tt in 


bie Pua inveres: to authorize a project which 


would be dependent wholly upon gas supplies origi- 


in Canadas. On the other hand, the Commission 

DOLNUTEC Out that the use of Canadian gas as a 

supplementery source of supply was highly desirable. 
Westcoast Transmission Company, Inc. 

appealed the decision of the Commission to the 

tneree Staves Court of Appeals, and immediately 

commenced nezotiations to sell the gas which it 

Meo ayo. emie@ on she California market, by-passing 

he marcot in Washington, Oregon and Idaho which 

Hoo been Bl otated to the Pacific Northwest. 

PLer extended negotiations with the dis- 
triputinge companies in California, and later with 
the Officials of the #1 Paso (the supplier of gas 
to the California Gas Companies); and the officials 
Pacific Northwest, it was determined that the 
economic value of Canadian gas delivered at San 
Francisco was approximately 34¢ per Mcf on the 
Gievor @ 90% load factor. This value was estab- 
lished in San Francisco by the delivered cost of 


as 2¢ San Francisco from Texas and Arizona and 
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and the competitive value of Bunker fuel oil avail- 
able for industrial purposes in the San Francisco 
Bay area. 

Since the demand for gas which created the 
market for Canadian gas was in the State of Cali- 
fornia the price of gas exported from Canada neces- 
pariiy ret lected the cost of moving the gas from 
the international border through the facilities of 
Pacific Northwest plus the cost of moving the gas 
from a point on the Pacific Northwest pipeline near 
Boise, Idaho, through a proposed pipeline to be 
Bott, ow bl Pasoul rom Bolse ».dano, to the vieini ty 
of San Francisco. The charge established for the 
use of the facilities of Pacific Northwest was 3¢ 
per Met. The cost of delivering the gas from Boise, 
iio, ecole polne im the vicinity of San Francisco 
was estimated at 9¢ per Mcf. As a result, since 
the competitive value of gas transmitted from Texas 
and Arizona fields to San Francisco was 34d per 
Mef, the net value of Canadian gas at the inter- 
national border, was 34¢ less 12¢, namely 22¢ 
per Mer. 

in the gas sales agreements between West- 
coast and Inland and B.C. Electric for the supplies 
of gas to Canadian consumers the rate fixed was 
the same rate at which gas was available at the 
city gates of Seattle, Portland and Spokane in the 


adjoining States of Washington and Oregon. This 
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was the competitive value of gas at Vancouver be- 
cause of the agreement of Pacific Northwest that 
it would supply Vancouver with gas at the above 
rates from its Unites States sources. This rate 
was less than the then competitive rate for fuel 
O1l at Vancouver. It was far léss than any rate 
based on the transportation of Peace River gas 

to serve Vancouver and the British Columbia mar- 
kets alone. 

On the basis of the 22¢ price at the 
international border and the rates fixed for 
delivery of gas in British Columbia, the orrilexals 
of Westcoast were able to ne gotiate the purchase 
of gas from the producers in the Tield and fix the 
gathered price in the field. 

These gas sales agreements and gas pur- 
chase agreements had to be completed before the 
economic studies could be made on which the finan- 
cing of the pipeline project was based. 

These agreements also were required to 
assure the consumer in the United States of supplies 
of gas for at least 20 years upon terms and condi- 
tions including price which would meet the aproval 
of the Federal Power Commission. The agreement for 
sale of gas at the international border was a main 
factor whereby the management of the insurance 
companies of the United States (who were destined to 


provide the greater proportion of the investment 
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in the facilities to be constructed) could recom- 

mend to “their financlal committees investment in 

Westcoast securities based solely on the merits of 
the proposal with respect to gas reserves and mar- 
kets without the help of any government subsidy or 
the guarantees of international oil companies. 

It will be remembered that in both the 
cases of the Interprovincial Pipe Lines and Trans- 
Mountain Oil Pipe Lines the first mortgage bonds 
are secured by the guarantee of the world's larger 
oil companies. In the case of Trans-Canada Pipe 
Line substantial aid of the government of Canada 
was required before the Trans-Canada venture obtained 
the approval of the investment committees of the 
insurance companies in the United States. 

Following completion of the contract with 
Pacific Northwest in December, 1954, rapid progress 
was made. By March, 1955 gas purchase contracts, 
Palesvaontracts with distributors in) British ‘Col- 
umbia, and the economic studies, were completed. 

By June, hearings before the Board of Transport 
Commissioners were completed, and an export licence 
obtained, and Pacific Northwest was enabled to pro- 
ceed with bts application to the Federal Power Com- 
mission. 

Proceedings before the Federal Power Com- 
mission were completed in October and on November 


e8th, a Certificate of Convenience and Necessity 
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was issued by the Federal Power Commission to 
Pacific Northwest. 

It may be observed that apart from the 
fact that gas must compete with other fuels, the 
customer in the United States requires reasonable 
assurances of a continued supply of gas over a 
period of time sufficient to provide for the amor- 
tization of the investment in the facilities in- 
stalled to use Canadian gas by the transmission 
companies, the distribution companies and the indus- 
trial and domestic consumers. Accordingly, the 
less new capital expenditure required to be made 
in market and use facilities in the United States, 
the more flexible terms of the delivery that may 
be required by the United States customer. A 
customer which has invested a minimum of capital 
in new facilities to transmit Canadian gas is more 
able to restrict its: requirements to volumes which 
are currently surplus to Canadian requirements 
based on taking delivery of fluctuating volumes 
when required to satisfy peak day demands of custo- 
mers in Canada as the same should occur from time 
to time. 

The arrangement which Westcoast has been 
able to make with Pacific Northwest in connection 
with proposed deliveries of gas from Alberta 


sources at the international border near Kingsgate, 
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British Columbia, is made possible by the limited 
investment by Pacific Northwest in new Fach lities 
ead the ability of Pacific Northwest to fit its 
requirements to the peak day demands of Alberta 


consumers. 
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B.A. Cope, Of Transportation’ © In 

descriving the proposed Westcoast project to 
| Lransportcesas from southern and céntral Alberta 
| to the Pacific Coastal States through southeastern 
British  Columota, under Section 9, Westcoast 
has supmitted, Ltissestimates of the cost. of .const- 
| PuUCTiION Of ene mroposed Giseline faciLtities and 
phant Together with an estimate: of the operating 
| COPD Gi Lic ypipeline tac litines and the ‘plants. 
| 
ThesGetaiass ene SeyOut in Bxhipiu B. 

Mies tin LMAN? Where dovl tind Banibit B? 

MR, HETHERINGTON: It is the green- 
bound book. 

Madlscussion of the cost of transportation 
requires an understanding of the meaning of "cost" 
Wiehe apoliecdatenthermoveméent of eas) Since. the 
accounting for natural gas companies is generally 


Cone sinveaccordance whthmtility concepts the term 


"cost of transportation" or "cost of service" is 
peneratiy understeod in the Industry to mean. che 


| 
| ACbue Wows 6Ol periornming &@ service including 


1 


| 

Ss ©easonebl > -annine ion the investment, in facilities 

} 

| required Tors the: pemrormance. of) the’ service. 

| 

| Generally speaking, operating costs 

| andapominivstration amount to about 15 to 20 per 

ij 

cent Ofe the cost of transportation while the remain- 
ing 50 to 65 per cent is related to the capital 


Coa Ol ntneriacatitiecs involved. Both depreciation 
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and general taxes, which are principally ad 

valorem taxes, are directly related to the cost 

of the facilities. In order for a project to be 
economically feasible, its operation must earn pew Res 
interest charges plus net income, after income tax, 
sufficient to make the project financeable. 

Since the Westcoast Peace River pipe- 
line and Gas Scruboing Plant have only been in 
operation since October l, there is. insufficient 
experience upon which to vase definitive operating 
costs. However, for the information of the 
Commission, there is set out in Exhibit Ba 
and that is also in this green book, an estimate 


of revenues, excenses and income for the years 


1955, 1959 and 1960 as submitted to financial 
institutions and underwriters in support enim vor alle: 
economic feasibility of the Westcoast Pro jecu. 
This statement was oased upon the operation of the 
pipeline assuming that itv would take three years 
Po punto uoNeo, LES. initial 4nstalled capacity. No 
attempt was made to forecast operating results 
whieh may ve reflected in increased throughputs. 
The Proposed Westcoast Project Serving 
Southern and Central Alberta and Southeastern 
British Columoia: Westcoast has made application 
to the Oil and Gas Conservation Board of Aloerta 
for a permit under The Gas Resources Preservation 


ni 


Act, being Chapter 19 of the Statutes of Alberta 
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purchase in the Province of Alberta and 


transmit to markets in Alberta, British Columbia 
and the United States a total of one triltion, 
three hundred billion cubic feet of natural gas 
during the e5-year term of the permit at a 
racesoLr noo more vnen 55 billion cubie’ feet or 
gas in any one year nor more than 170 million 
cubic feet or eas if any one day. 
Westcoast plans to purchase an average 
of 80,000 Mcf of gas ver day in the Savanna Creek 
delivery from the Calgary 
Processing Plant of from 50,000 to 100,000 Mcf 

per day as may be availaole after due provision at 
WieemmtLe> of tne’ Plant for delivery of 


any gas 


required to supply consumers in the vicinity 
em tie cit? of Calgary of on the System or the gas 
distributing company serving the southern Alberta 
area, namely, the Canadian Western Natural Gas 
Company Limited. 
The map, page 54, shows the planned 

expansion of the Westcoast pipeline system to 

take gas from the Savanna Creek and East Calgary 
Petes or. southern Alvoerta. Westcoast plans to 
Sons eruct © 30-inch pipeline, 105.7 miles long, 
from a point on the Alberta British Columbia border 
in the Crow's Nest Pass area to the International 
Boundary near Kingsgate, British Columbia. That 


is the red pipeline on the map. Westcoast 
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gd Sinten arene i 10: 
Transmission Comoany (Aloerta) Ltd. (Westcoast 
Alberta) olans to construct 43 miles of 20-inch 
pipe and 25.9 miles of 6 to 16-inch gathering 
system to deliver sour gas produced from the 
Savanna Creek wells to a Gas Processing Plant 
located in the vicinity of Coleman. That is the 
blue line from the Savanna Creek field running 
north and south to the processing plant in the 
Vicinity of Coleman, Alberta. 

Westcoast Alberta also plans to construct 
a sour gas gathering system connecting the Wimborne 
and Harmattan-EBlkton, Sundre, Westward Ho fields 
to a processing plant to be constructed south 
of Calgary. This sour gas system will comprise 
21 miles of 12-inch pipe, 22 miles of 16-inch 
Gripe, and 130 miles of PO-ineh pipe, with 26 miles 
of G-inch lateral to the Harmattan-Elkton area. 
That would be the "Y"-shaped blue-coloured line 
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It is proposed that Alberta Gas Trunk 
Line Company Limited (Trunk Line) will transport 
the gas purchased by Westcoast from the Calgary 
processing plant to the Coleman plant and then 
transport the total volume of gas to an intercon- 
nection with the Westcoast 30-inch line at the 
Alberta British Columbia border. 

That is the green coloured pipeline run- 
ning from Calgary via Coleman to the British Colum- 
bia border. 

whe Cost of the entire project including 
plants, pipelines, and gathering system, but ex- 
CitietVe Of Well dvilling, is estimated at about 
$90,000,000. Of this amount the cost of the Coleman 
plant is estimated at about $15,000,000, and the 
cost of the Calgary plant at about $13,000,000. 

The 30-inch pipeline planned by Westcoast 
will have an ultimate capacity of 660 million cubic 
feet per day and will provide a ready outlet for 
additional quantities of Canadian gas that may 
become surplus to the needs of the people of Alberta 
and Canada. 

In addition to providing an outlet for 
surplus Canadian gas, the proposed expansion of the 
Westcoast project will have favourable impact upon 
the economy of Alberta, just as the original West- 
coast project materially affected the economy of the 


Peace River area and British Columbia. 
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Gas will be made available for the first 
time to the communities of Coleman and Blairmore 
in Alberta, and Fernie, Cranbrook, Kimberley and 
smaller communities en route in British Columbia. 
The expenditure of large sums of money in drilling, 
pipeline construction and plant construction will 
be beneficial to the economy of Southern Alberta. 
The two large gas processing plants, one at Calgary 
and one at Coleman, will provide employment for 
many, and the sale of sulphur and hydrocarbon by- 
products in export markets will contribute to the 
flow of money into Canada. At least 8 drilling rigs 
will be required to complete the necessary develop- 
ment wells, and other exploratory drilling activity 
will accompany the opening up of an export market 
outlet from the area. In anticipation of this out- 
let, Westcoast and Pacific Petroleums and Associates 
have purchased acreage at Crown sale for over 
$250,000 cash and are presently spending 2 million 
dollars in the drilling of two deep wildcat tests of 
foothill structures in Southern Alberta. 

This program will develop the large saur 
gas Savanna Creek and East Calgary fields. These 
fields otherwise cannot be developed without an ex- 
port market because large and costly plant installa- 
tions are required to make gas from these and other 
fields in the vicinity of Calgary merchantable. 


Such plants can only be financed, and the fields 
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can only be economically developed by producing 
large volumes of gas uniformly throughout the 

year. The local gas companies do not have a 
market demand of sufficient volume or uniformity 

to undertake this development themselves. Having 
once developed these large gasfields, Westcoast can 
then make the plant residue gas available to supply 
consumers in Alberta who otherwise could not be 
Supplied at economic prices. 

Savanna Creek Agreement: Westcoast has 
contracted with 100% of the interests in the 
Savanna Creek field, namely, Phillips Petroleum 
Company, Northern Natural Gas Producing Company, 
Husky Oil and Refining Ltd., Canada Western Distri- 
butors Ltd., Anaconda Petroleums Limited, and Savan- 
na Creek Gas and Oil Limited. This contract pro- 
vides for the purchase of up to 1 1/2 trillion cubic 
feet at rates up to 137,500 Mcf per day depending 
upon gas reserves. With the gas reserve presently 
developed, Westcoast expects a production of a 
maximum of about 100,000 Mcf per day. 

whe \orice, for cas. purchased: at the well 


head is fixed in the agreement as follows: 


(see page 1037 for table) 
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Per Mcf of Pipeline Gas 


Period Column Column Column Column 
ai 2 ig 4 


From date of first 
deliveries to the 
following next 


January 1st 12¢ 13¢ 14¢ 15¢ 
Next 3 years 12¢ 13¢ 14¢ 15¢ 
Next 1 year 924/308 1139°1/3¢.. 14 1730 15 1/3¢ 
Next 1 year 131736 Nt /3¢ 15 1/3¢ 16 173¢ 


Thereafter the price specified in each of 
the above columns shall be increased by 1/3¢ per 
Met at the beginning of” each year. 
The prices set forth in Column 1 above 
Shall apply to all sas sold hereunder except during 
such times as prices set forth in the other columns 
are applicable as hereinafter set forth. 
The prices set forth under Column 2 above 
shall apply to all gas sold hereunder: 
(a) In any month of the term hereof during which 
the contract volume as defined in Article 
V hereof equals one hundred and fifty mil- 
lion cubic feet per day, or 
(0) In any month of the term hereof during 
which daily volume of gas received into 
the pipeline from sources within an area 
Within titty mites Or the pipeline or an 
area within the Province of Alberta boun- 
ded on the north by the north line of 
Township 26, on the east by the east line 


of Range 22, west of the 4th meridian 
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and on the west by the west line of 
Range 8, west of the 5th meridian (both 


areas are hereinafter called 'the area'), 


equals 250,000 Mcf per day but is less 
than 350,000 Mcf per day. 
The prices set forth under Column 3 shall 
| apply to all gas sold hereunder: 
| (a) In any month of the term hereof during 
| Which the contract volume as defined in 
| Article V hereof equals one hundred and 
: fifty mitlion cubic feet per day and 
during which the average daily volume 
of gas received into the pipeline from 
sources within the area, equals 300,000 
Mef per day but is less than 400,000 
Mer per day. 
(b) In any month of the term hereof during 


which the average daily volume of gas 


| 


received into the pipeline from sources 
Within the area, equals 350,000 Mcf 
per day but is less than 400,000 Mcf 
per day. 
The prices set forth under Column 4 above 
Shall apply to all gas sold hereunder: 

(a) In any month of the term hereof during 
the average daily volume of gas received 
into the pipeline from sources within 


the area, equals 400,000 Mcf per day 
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The point there is that the price starts 


at le¢, for the present situation, 
upwards over a period of years and 
bhe progression in this table. As 


throughput of the system increases 


and escalates 
you will notice 
the volume 


as we go along 


with later dates and take out additional volume of 
gas, we are able to pay higher prices, and the 
price is further escalated by an additional 2¢ per 
MCF. 

MR. FRAWLEY: Before you go into that 
HGx> SECLLON, Might Leinterrupt you for a little 
clarification. I understand you are not going to 
take the gas from Savanna, the Savanna field; that 
you have made a different arrangement now and Mr. 
Mahaffey's company is going to take the gas out 
from where he joins the main line? 

MR. HETHERINGTON: No, that 1s not right. 
Our plan and intention is to take the gas from the 
mavanna Creek field. This is a very high sulphur 
content gas, which is corrosive and must be dealt 
with and gathered in process. The field itself is 
located at the top of a mountain and we are dealing 
with an elevation of 8500 feet, right on top of the 
rocky Mountains, literally. 

Lae our cConeract: with Phillips and our 
plan to go to each of the individual wells and put 


the necessary equipment on each well, so that the 
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high sulphur content will not be corrosive to 
ordinary steel and then gather the gas to the 
central point in the field, install a second de- 
hydration plant as a precautionary measure and 

then gather this sour gas still further through 

43 miles of 20-inch pipe to the Coleman plant. We 
treat this pipeline system in the Savanna Creek 
field in the plant in which we handle high sulphur 
and non-merchantable gas and it is purely a gather- 
ing facility as part of the gas processing installa- 
tion of making the gas merchantable. 

MR. FRAWLEY: Please correct me if I am 
wrong, and I may be wrong; but does that not offend 
the whole concept of the Alberta Gas Trunk, which 
was formed to feed export lines? 

MR. HETHERINGTON: No, it does not offend 
the concept, because, as I understand the concept 
of the Alberta Gas Trunk line, it was to handle gas 
and carry it in the areas of the population centres 
of Alberta so, if gas were available from one source, 


4¢ could be put into this common grid or pool and, 


if Calgary or Edmonton or any of the other communities 


wanted gas, they could take it out of the common 
pool. This gathering system we have is neither near 
any populated centre nor are we taking any gas out 
or putting any in. 

MR. FRAWLEY: I perhaps should apologize 


for interrupting at all, but let me ask you one 


onor S ; nae i 
Zh ots £0 4 QRUOMMMOTE euonA 
ears regROr 


4 : ae 


+ 
vw) 


i i 7 . 4 
a 7 


% 
od aviefives af ton Iiiw Jsednes: aprigige ‘igtd- - 


4 


da ie b © : 
vi * pAa 5 “ oes HAY Weary as Sa 3 Sas Ceara ata lbio =, Fe ; 
“ab brobea s findent ,pfeli st ai awiog Eataase 


(A 8& BMelG Aditatbyd 


: = avn 3 
aK . ie : 
: idee 4 *® i ee ot 
(mist 2° Tato" 5 a OL? ae Lut. he ad ee 583 
| “ vet ihe ae Ra 
; é +4 : 
r 
Py. at vee a . gr Se 
, ri i Soften ite: 2~ iim Ee 
| 
; ' i 
) : Clee ewis@ Gln ; 
: io a 
Li 4 t% i ws i a! ie) 7 ’ 
- petit KS 
uJ 
, ro noua 7 
ry are | + St ; ‘-_ ~ f> ¥ *' ae > eo Fell BRS; wees st 4 Pence Pon Dos 
, oh ay A 7 hha ene 
, fe ped 
ate eg : j rad ag weriliged 
‘ 
; we 
ae ‘* ie PAS ae 
i 7 
} 
. Obs = * * 
: n oe TAS es hb Ss a 
= pits 2 aoe 
ea be 
* 1-4 i | bg iM we 
G by : 
i 1 
. i 
~ 7 . ae F a 
ie ; ee Te 
‘ acl ci 0 reas a 
cee 
ra ro uy “yy 
aw 
rc Pe fate 8 7; 
oie sAeekat 4 ret 
4 @ heats 
v ba = 
rus | @& i olers « PISS ale ee 
. oa wa? ; ' ¢¢¢ee"T mi) a hese ara wee | 
c ape “4 a * 
a 
ak Pr spent 
gets ma Cee art ‘ . - , ‘ — % 
Sar, isaticioe oO WEOUD ORI NL J: Vises) Bae 
Se a a eal 
Rte a ve 
P as Ci Y ‘ ao! 7 P u a ‘ 3 : 
g 5 weve Sel ke Vou SVE rd see 26 4. es eet ate #7 ie) ] i 5 i 
tel a 
Peseta GLa ccd : 
Bit . Pas . i ; ; 7 o- = : Fl.” gies ia ae 
fit | omuog adel octet. arya ees se 
i x 
po _ & Ai ead 
inn i ' 


C2 eae 


prin’ vetic, sao 2a Geap-ae IntqmtG.uxs Yaag is 23 
“wierd ett to aia 99 ettedg BLO Matt pees Satna 
7 an ; ad cet J : e 


cal ee “ ‘ iy 
alee + eat Ue bs . bi emt 


iwi fey ee? avad oh aavete x FESAtay aT A wets 


$2 fnobhugs  Blyota eqariseq & 


a eke 1 > oe 


Si? Udy Bae am gat 
: . 


ANGUS, STONEHOUSE & CO. LTD. 1041 
TORONTO, ONTARIO 


further thing: 
Didn't Alberta Gas Trunk appeal the 
right to take the gas from the Savanna field --- 


MR. HETHERINGTON: Mc. Mahaffy made a 


Submission to the Conservation Board, which he 


read, and stated they were not in agreement that 


we should build that line and he intended being 
heard on that. 

MR. FRAWLEY: Thank you very much. 

THE CHAIRMAN: Just one question: the 
Commission are not as familiar with personages in 
Alberta as you are, Mr. Frawley and Mr. Hetherington. 
Would you mind telling me what company -- I think 
I can get the inference -- but would you mind telling 
me of what company you speak when you refer to the 
Mahaffy company? 

MR. FRAWLEY: That is the Alberta Gas 
Trunk Line Limited and I think Mr. Mahaffey is the 
president or general manager. 

THE CHALRMAN : Thank you. 

MR. HETHERINGTON: Coleman Plant Agree- 
ment: Under date of June 3, 1957 Westcoast Trans- 
mission Company Limited and Jefferson Lake Sulphur 
Company entered into an agreement for the joint 
ownership of a gas processing plantto process gas 
produced from the Savanna Creek field. The site of 
this planthas been selected at Coleman. 


East Calgary Field Agreement: Agreements 
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have been reached with Jefferson Lake Sulphur Com- 
pany under dates of June 18, 1957 and July 3, 1957; 
and with Merrill Petroleums Ltd. under date of 
PUCUSU lg yf Lor Bne purcnase of up to 1) triilion 
cubic feet of gas at rates up to 125 million cubic 
feet per day from the East Calgary field, depending 
upon reserves. With the gas reserves presently 
developed, Westcoast expects to take 56 million cubic 
feet per day. 

The price for the gas at the outlet of the 


processing, pian 16 fixed in the agreement as follows: 


First year: 14¢ 
Second year: EW eee, 
Third year: 15¢ 
Fourth year: 15 1/4¢ 


And each year thereafter commencing with 
the firth year up to and Including the 
twentieth year of deliveries, the said 
price of 15 1/4¢ shall be progressively 
inereased at the rate ‘of 1/4d per year. 
Wimborne, Harmattan - Elkton Areas Pro- 
posal: As noted above, the application of West- 
coast contemplates the construction of a large 
diameter pipeline system to export initially a 
relatively small volume of gas surplus to Alberta 
requirements. The facilities to be constructed 
Will provide an outlet for over 660,000 Mcf per 
day. As additional volumes of gas become surplus 


to Alberta requirements, Westcoast is in a posi- 


tion to purchase such volumes, and by virtue of 
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having originally constructed such large capacity 
facilities, can economically market such gas in 
the United States. 

Arising out of its consideration of the 
problem of meeting the gas requirements of the city 
of Calgary, Westcoast proposes to make use of 
this additional pipeline capacity so that additional 
gas production in the Wimborne and Harmattan-Elkton 
areas may be developed. In the initial stages of 
production this gas can be marketed by Westcoast 
through delivery to its United States customer under 
terms reserving therefrom volumes that may be needed 
to supply peak load requirements of the City of 
Caipary.. The cost of the cas so supplied to. the 
City of Calgary will be reasonable as indicated by 
the calculation of estimated costs submitted in 
Exhibit B, which is the green book, which I will 
deal with in a minute. 

As shown on the map, page 54, Westcoast 
proposes the construction of a sour gas gathering 
System from the Wimborne and Harmattan-Elkton areas 
passing adjacent to the Olds, Crossfield and East 
Calgary fields. The sour gas would be gathered to 
a suitable plant site south of Calgary near a water 
Supply and on rail transportation where the gas 
would be processed. Gas from the Sarcee and Okotoks 
fields could also be conveniently processed in the 


same plant. 
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Westcoast has offered to purchase gas 
from Wimborne and the Harmattan-Elkton area and 
to provide an immediate high volume, high load fac- 
tor market. The majority of the producers in the 
Wimborne field have indicated their approval of the 
Westcoast proposal, subject to completion of 
definitive agreements and the issue of the required 
approvals from the Oil and Gas Conservation Board. 
Producers in the Harmattan-Elkton-Sundre-Westward 
Ho area; have reserved their decision pending com- 
pletion of engineering "studies with respect to the 
use of the gas produced in the field for repres- 
suring ior specyolang. 

Westcoast proposes to purchase high pres- 
sure raw gas at the wellhead at Wimborne and com- 
pressed and gathered gas at a central point in the 
Harmattan-Elkton, Westward Ho, Sundre area and to 
pay prices starting at 12¢ per Mcf of residue gas 
and escalating upward plus 20 per cent. of recovered 
hydrocarbon by-products. The plan assumes that the 
Wimborne operators will be authorized to operate 
the field as a gassy oilfield. This assumption is 
supported by studies of Westcoast engineers. West- 
coast has offered to install and operate the 
Harmattan-Elkton field gathering and compression 
facilities forethe producers on avutility rate of 
return basis. 


In addition to making gas available for 
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the future use by local consumers and supplying a 
present export market, the plan offers a means to 
conserve oilfield gas which otherwise may be wasted. 

The economics of carrying out this plan 
along with the basic plan of Westcoast as set forth 
in its application of July, 1957 to the Oil and 
Gas Conservation Board is fully described in Ex- 
havoc. 

Calgary Processing Plant: The plant to 
pe constructed at Calgary will have an initial peak 
day capacity of 139.6 MMcf per day of sour natural 
gas to supply 114.7 MMcf per day of dry and sweet 
natural gas (both measured at 14.4 psia and 60° F.) 
for delivery to Westcoast's 30-inch transmission 
system, and to produce a maximum of 499 long tons 
of sulphur per day. The facilities will be designed 
to permit expansion as required to process increasing 
volumes. 

The raw gas, to be received at the plant, 
is estimated to contain 10.02 per cent. hydrogen 
sulphide which must be removed to provide a merchan- 
table specification pipeline gas. 

The details of gas analysis, estimated 
capital cost and estimated operating costs are 
set forth in Exhibit B. 

Westcoast and Jefferson Lake Sulphur Com- 
pany propose to construct and operate the gas pro- 


cessing plant as partners sharing equally in the 
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construction costs, operating costs and revenue 
from the sale of sulphur. The Westcoast share in = 
the operating profit or loss, as the case may be, 
Will be credited or debited on a cost of service 
basis to the operation of the proposed sour gas 
pipeline system. 


Pacific Northwest Agreement: This 


agreement of May 25, 1957 between Westcoast Trans- 
mission Company Limited and Pacific Northwest Pipe- 
line Corporation provides for the sale of 150 million 
cubic feet per day at Kingsgate, British Columbia. 
Under date of December 9, 1957 this agreement has 
been supplemented to provide that the price of 

gas at the international border shall not be less 
than the full cost of service incurred by Westcoast 


in purchasing and transporting the gas to the inter- 


national border. 
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MR. FRAWLEY: Is that agreement in your 
exhibits? 

MAS PALTTILLO: No, the agreement is not 
there, There are two letters of intent, but there 
is no agreement as such. 

MR. FRAWLEY: There is a gas sales agree- 
ment, Pacific Northwest Pipeline Corporation under 
Cam ioe Ney Patvtillo says it 1s just a letter of 
intent, 

MR, HETHERINGTON: Yes, bue 10 18 a4 form 
of agreement, tivtoeiaiw > Of  pechion of the 
exhibits: 

MA. PATTILLO: Well, it refers to an 
agreement, but the agreement to which it refers is 
not there. 

MR. HETHERINGTON: Yes, it refers To a 
draft form of agreement, and that draft form of 
agreement is not included. 

MR, PRAWLEY: Lt 2s Just 2 fertile old 
agreement. 

MR. PATTILLO: Me, Hetherington, I do not 
think an agreement to make an agreement in the form 
is of much assistance when the agreement in the 
form De not there, 

MR, FRAWLEY: It refers to an earlier 
Letver ol May 25th, 1957, and that is here. 

MR. HETHERINGTON: I am sure we will be 
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agreement, but we will be happy to furnish it, 

THE CHATRMAN: Would you make that clear. 
ig 4t 2 draft of, an agreement, or is it an agree- 
ment ? 

MR, HETHERINGTON: NO vert LS. o.drart.. 
The letter says we will enter into an agreement 
according to the terms and conditions of the draft 
form of agreement attached. It 28 a drafty form of 
agreement,but we will furnish that. 

THE CHAIRMAN: Thank you. 

MR, HETHERINGTON: Inland Natural Gas 
Co, Ltd -- Letter of Intent: Under date of July 
Stoo iend. Nanureal Gas Co. Ltd indicated ats 
intention to furnish distribution services from 
the Westcoast pipeline to adjacent communities in 
southeastern British Columbia. 

Gas Sales Agreement to Meet Alberta 
Requirements: Pursuant to the provisions of The 
Gas Resources Preservation Act Westcoast Transmission 
Company Limited is prepared through its subsidiary, 
Westcoast Alberta, to make available from gas 
Supplies, under contract to 1t from time to time, 
such volumes of gas as reasonably may be required 
to meet demands of consumers in the southwestern 
and central parts of the Province of Alberta which 
cannot be supplied by the company or companies 
distributing gas in such area. The sale of 


such gas will be carried out as an integral part 
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of the operations of Westcoast in the same manner 
as Sales of gas by it to its customers in British 
Columbia and the United States, 

It is planned that the gas for local use 
will be transported by the Alberta Gas Trunk Line 
Company Limited. 

Alberta Gas Trunk Line Letter: By letter 
dated July 31, 1957, Alberta Gcs Trunk Line informed 
Westcoast that it would apply for the necessary 
authorizations and undertake the construction of 
the necessary facilities to transport within Alberta 
gas required by the expansion program of Westcoast 
upon a cost of service to be agreed upon. 

MR. FRAWLEY: That is what I was talking 
about. 

THE CHAIRMAN: And are those letters among 
the exhibits, Mr. Hetherington? 

MR, HETHERINGTON: wes, they-are, Mr, 
Chairman. 

MR. FRAWLEY: There is no mention of the 
Alberta Gas’ Trunk ~Line letter. 

MR. PATTILLO: I do not recall seeing that 


letter. 


MR, HETHERINGTON: I have checked the index, 


Mr, Chairman, and I do not believe we have included 
either the Inland letter or the Alberta Gas Trunk 
Line levtrer, Die we would certainiy bé” elad-toeds 


that, if you wish, 
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THE CHAIRMAN: Yes; would you do that, 
please? 

MR, HETHERINGTON: Yes. 

Gas Supply for City of Calgary: The data 
in Exhibit B to this submission is presented to the 
Commission to illustrate the economics which require 
consideration in the construction of a pipeline pro- 
ject and particularly to illustrate the problems 
concerned in gathering and distributing gas within 
the Province of Alberta. 

The material submitted has reference to 
the City of Calgary since it is the southern and 
central part of the area of the province from which 
Westcoast proposes to take delivery of gas for 
export as above set forth. Reference is made to 
"Illustrative Deliverability Schedules for the 
Supply of Local Requirements -- Area Tributary to 
Canadian Western Natural Gas System" set out in 
Exhibit B. These schedules show in detail a method 
under which deliverable gas from various fields are 
allocated so that over the years an economic supply 
of gas can be provided, and by economic is meant 
economic on behalf of the producer of the gas, 
economic in regard to the gathering, transmission 
and treating of gas, and economic in price to Alberta 
consumers. 

As other submissions will have indicated, 


the most important factor which affects the availability 
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of gas and the cost af gas to Alberta consumers 
is the fact that large volumes of gas are re- 
quired during the cold winter days and only 
minor quantities of gas are required during the 
summer months, This problem is one which can 
be met first by utilizing storage, and second, by 
utilizing facilities made available through the 
sale of gas in the export markets. The latter 
method is by far the more important in an area 
of expanding reserves, having regard to the long 
term benefits to the people of Calgary, the 
Province of Alberta and Canada as a whole. 

The attention of the Commission is par- 
ticularly drawn to the fact that in the above 
mentioned illustrative deliverabilities it is 
assumed that the additional storage facilities will 
be provided through the development of the Carbon 
gas field east of the City of Calgary as proposed 
by the Canadian Western Natural Gas Company 
Limited. 

MR. FRAWLEY: We should strike out that 
reference to "oil" in "the Carbon oil and gas 
field"? 

MR, HETHERINGTON: Yes, 

The engineers of Westcoast are of the 
opinion that this storage proposal is a logical 
development and will be of great assistance in 


providing a supply of gas to meet peak load demands 
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of the City of Calgary over the years to come at 
a reasonable cost. 

Conclusion: Many of the factors bearing 
on the question of policy to be adopted with respect 
to the export of natural gas having regard to the 
interest of consumers in all Canada, have been under 
consideration in the Province of Alberta since 1949, 
when the Legislature of Alberta enacted The Gus 
Resources Preservation Act. 

After the experience gained in Alberta 
from 1949 to 1956, the Legislature of Alberta re- 
Vised (ite cirectionttorthe OLl and. (Gas Conservation 
Board with respect to the public interest in the 
export of gas from the Province of Alberta. 

Section 7, subsection (3) of The Gas 
Resources Preservation Act 1956, reads as follows: 

"(3) The Board shall not grant a permit for 
the removal of any gas from the Province 
unless in its opinion it is‘in the 

public tnterest to dojiso having regard 

to 

(a) the present and future needs of 

persons within the Province, and 

(bo) the established reserves and the 

trends in growth and discovery 
of reserves of gas in the Province." 
The Oi1 and Gas Conservation Board of 


Alberta is therefore directed to give consideration 
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to the trends in growth and discovery of resources 
of gas in the Province. 

It is submitted that any consideration 
of the future needs of consumers in Canada should 
be related to the trends in growth and discovery 
of reserves of gas in Canada as a whole. According- 
ly, the national policy should be so constituted as 
to take into account those factors which will Maintain 
continued aggressive gas exploration and development 
programs with respect to gas reserves in Canada. 

Two factors, it is submitted, are of vital impor- 
tance in this connection, namely, potential markets 
Mia ule Price OL eas in the field, 

Potential Markets Related to Trend of 
Gas Discovery: The submissions to the Commission 
indicate the existence of tremendous potential 
volumes of gas in the Western Sedimentary Basin. 

This gas only becomes an asset to Canada and a con- 
tribution to the national economy provided it is 
discovered, produced and marketed. 

It is submitted that the market demand 
based on satisfying requirements of Canadian consumers 
alone, will not provide the incentive required to 
induce exploration for and development of this 
potential natural resource, The only markets which 
will create this demand are the export markets in 
the United States. 
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policy which favors export of gas surplus to the 
requirements of Canadian consumers, is the factor 
which will influence the drilling of step-out or 
development wells required to evaluate prospective 
gas producing structures which have been discovered 
by initial exploratory operations. Even at this 
date there are a great many discovery wells in Alberta 
and British Columbia which have indicated potential 
gas producing structures but because of the lack of 
potential market, further drilling has not been 
continued, As soon as the owners of such struc- 
tires are assured that a market will be available for 
the gas which may be proved up in such structures, they 
will be justified in proceeding with the drilling 
of step-out and development wells. The drilling 
of these step-out and development wells can be ex- 
pected to establish ever increasing gas reserves, 
which then can be utilized to satisfy the potential 
increasing market demands. 

rracevot@uas inmeathe. Field) Relatedimto 
Trend of Gas Discovery: Li is-only wdnrrecent 
years that the field price of natural gas has been 
fixed by the application of the same economic 
standard applied in fixing the price of other com- 
modities of general consumption, that is to say, 
that the costs incurred in finding and producing 
gas have been taken into account along with the 


demand for gas and the price which it commands in 
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the markets in which it is consumed, 

This is particularly so in connection 
with recent contracts entered into between producers 
and the pipeline companies serving markets in the 
eastern United States. These contracts have taken 
into account the extraordinary expenditure required 
in offshore drilling in the Gulf of Mexico and the 
prices which industry is prepared to pay in large 
centres of population for gas delivered at plant 
gates, 

The impact of these economic factors on 
the pricing of natural gas will be felt more and 
more by consumers of gas both in Canada and the 
United States since present consumers have been pur- 


chasing gas at prices based upon the sale of gas as 


a surplus commodity produced along with oil and de- 


livered to pipeline companies at nominal prices as 

an alternative to flaring the gas. Nowhere is this 
situation better illustrated than in the gas supplied 
to the City of Calgary from Turner Valley from 1921 
to 1945 when the gas was sold at the nominal Drice of 
ee per Mcef and about a trillion cubic feet of gas 


was flared in order to permit the production of 


condensate and oil. In 1947 the price of gas in 


the field was fixed at 4 3/4e. This price was 


authorized by the Natural Gas Commission as part of 


a scheme of Conservation, Thies, was cone first 


| instance where gas produced in an oil field was 
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was given recognition in Alberta as having an economic 
value in itself. 

In general, there is no reason why the price 
of gas in the field will not be fixed by the same 
economic principles applicable to other mineral pro- 
ducts, namely, the competitive value of the product 
at the point of consumption less the cost of transpor- 
tation. trethe field orice 18 suriicient to justify 
incurring the risks of exploration and the costs of 
development drilling and operation, increasing supplies 
of gas will be made available. 

At the present time there is a substantial 
demand for Canadian gas in the United States markets 
at prices which will warrant continued exploration 
and development by producers in Canada, This 
market should be secured so that this development 
eare ve Carried out on an economic basis. if this 
market is not now served it may be lost because of 
the introduction of competitive fuels at the points 
of consumption which may establish prices that will 
not justify exploration and development costs in 
Canada and result in the loss of the economic 
utilization of this natural resource. 

Oil Field Gas must be Marketed: In general, 
the greater part of natural gas discovered to date 
in Canada has been gas associated with oil and in 
solution in oi1 which must be produced as a part of 


an oil field operation or an oil-gas field operation. 
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Since the conservation of gas is recog- 
nized by all concerned as a sound principle, it 
follows that unless gas produced with oil is mar- 
keted on a reasonable basis that the principle of 
conservation must be departed from and the gas 
wasted or the production of oil prohibited. There 
avre-numbers "OF si lustrations of ‘this’ situation in 
the Province of Alberta, today, namely, Leduc field, 
Redwater field, and Pembina field. 

In its submission with respect to 
supplying gas to the City of Calgary Westcoast has 
illustrated the method whereby the utilization of 
OPP UuLei €as3rOT Export’ purposes sub ject to” such 
gas being available when required to meet local 
peak day demands, is very much in the interests 
of Canadian consumers. 

Export Reduces Canadian Transportation 
Costs: In describing the Westcoast project it 
has been shown that the delivery of Peace River 
gas to the Vancouver area at economic prices is 
made possible by the transportation of the large 
volumes of gas required for the export market served 
by the Westcoast system, There would appear to be 
no question that, as from time to time in the 
future, large volumes of gas are transported to 
export markets, the pipelines carrying such gas 
will at the same time supply Canadian consumers 


en route with gas at costs much lower than if the 
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smaller Canadian market were to be satisfied from 
the same sources of supply. 

In the back of the brief we have shown 
some official illustrationsof the construction of 
the Westcoast pipeline. The first picture shows 
survey crews staking out the route of the line. 

The picture below that shows the first load of pipe 
that came over from the United Kingdom. We bought 


96,000 tons of steel from the South Durham Steel & 


Tron Company. The following pictures show the pipe 
being transported -- rigged up on the flat cars 
and transported through British Columbia. They 


show the stringing of the pipe in British Columbia, 
and there are a number of construction pictures. 


Ravers are trosscd' with the pipeiine, 
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There. is one picture on the left side of 
the page, the back side of the second page, shows 
the laying of the 30-inch pipeline across the 
Coquihalla River which is the Coquihalla Pass area 
OLsert Visi scold Umpi a. The pipe is coated and wrapped 
to protect it from corrosion and large concrete 
weights are bolted on the pipe so the pipes will 
sink when put into the water. Ordinarily a 
S\0-anchipipess sa so buoyant it floats. Then there 
are the various picturesof the pipeline crossing 
the various rivers. 

there ina .pievure.of the, pipeline, soing 

into No. 5 compressor station at Australian, British 

Columbia. 

There is one picture of a plant on the 
back of the fourth page. it is a*partial view of 
One «or the processine plants. This plant. inei- 
dentally, is installed with all of the Westcoast 
installations, and installations of Jefferson Lake 
Sulphur Company and Phillips Petroleum Company; 
an investment of over $30 million. 

Since our power stations and compressors 
are ordinarily remotely located along the road of 
the line we have to build houses so we have ivillages 
and houses for the employees and there is a picture 
of one of the compressor station housing settlements. 

MR, FRAWLEY: You did not tell your camera 


man to keep out of Alberta, did you? Maybe there 
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was not anything of which to take a picture. 

MR, HETHERINGTON: in the briet we refer 
to what we call Exhibit B-C, Those are contained 
in this green-bound volume and I thought it worth 
while just. to thumb through, if it is your pleasure, 
and point out just what the various exhibits are in 
the green-bound volume. 

THE CHATRMAN: May we deal first with 
Appendix "A"? 

MAST PATTIES I think we can take that 
as read. 

MR, HETHERINGTON: IVE ine poke seit 
explanatory. 

MR. PATTILLO: And Appendix "B". 

THE CHAIRMAN: And Appendix "B". In that 


way it gets on our record. 


~--APPENDIX "A": Capital Structure. 
---APPENDIX "B": Trillion Cubic Feet Energy 
Equivalent. 


MR, HETHERINGTON: In the green-bound 
volume of exhibits what we call Exhibit A sets 
forth the authorization of the Westcoast Company's 
approach, 

Under Tab 1 is the permit of the Petroleum 
and Natural Gas Conservation Board of Alberta. 

T b No. 2 gives the Order of the Board 


of Transport Commissioners for Canada. 
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Tab 3 gives the export licence from the 
Department of Trade and Commerce. 

Tab 4 is the Act: An Act to regulate 
the Exportation of Power and Fluids and the Importa- 
tion of Gas, 

Foo 5 gives the Pipe Tine “Act of Canada; 

This next exhibit (8) presents what we 
thought were the pertinent parts of our application 
to the Alberta Oil and Gas Conservation Board in 
connection wich our~“project to build a pipe line 
system to delivery and export gas in Southern 
Alberta, 

Tab 6 gives the application to the Oil 
and Gas Conservation Board. 

Tab 7 gives the contract for the purchase 
of gas in Savanna Creek field. 

Tab & is the estimates prepared by and 
under the=direction of Dr; George S. Hume and’ Mr. 
Peter Kutney of the deliverability from the Savanna 
UPeer tr Ve. 

Tap 10 is an engineering description of 
the proposed processing plant for the Savanna 
Creek gas supply. 

Tab 11: this is the agreement between West- 
coast and Jefferson Lake Sulphur Company covering 
the processing plant for Savanna Creek gas supply. 

Tab 12 deals with the gas purchase agree- 


ment which is, really, a two letter agreement, 
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dealing with the arrangements Westcoast has with 
Jefferson Lake for the purchase of gas from Southern 
Alberta and East Calgary. 

Tab 13 gives the estimates of gas re- 
serves in the Calgary field. 

Tab 14 gives the estimate of the delivera- 
bility from the Calgary field.prepared by our 
reservoir department headed by Dr. W. J. McPherson, 

Tab 15 gives the arrangements we had with 
Pacific Northwest for the sale of additional 
volumes of gas for export and it is this tab for 
which we will furnish a draft form agreement to 
which we referred a little while ago. 

Tab 16 sets forth our proposed arrange- 


ments for the supply of gas to meet local require- 


ments and I think it is worth while looking at 
this in some detail. Part of this is a duplica- 
tion of material presented in the brief. Under 
Tab 16, on the second page, I have listed all of 


the gas fields on which new information had been 


obtained, new drilling had been done and new gas 


reserves had been discovered since the preparation 


of the report of the Alberta Oil and Gas Conser- 
vation Board in January, 1957, a year ago. I 
set forth the Board's report as of January 1957, 
the estimate from the Board's report, along with 


our estimate, and our estimate is based upon new 


z information and additional drilling. We get a 
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total of 7.3 trillion cubic feet. Last year the 
Board's estimate of these same fields was Sie 
triliion cubic feet so we have, roughly,obtained an 
increase over the last year and a few months of 

4 trillion cubic feet. This, added to the Board's 
figure of 18.3 trillion cubic feet is the basis for 
our estimate of 22.3 trillion cubic feet of 2as 
reserves proved and developed as of this date. 

MR, FRAWLEY: This is the kind of infor- 
mation you intend to bring before the Conservation 
Board upon your application for an export permit? 

MR. HETHERINGTON: We have admitted this 
information before the Conservation Board on direct 
evidence, 

MR. FRAWLEY: It is to be disposed of 
at the hearing that is coming up? 

MR, HETHERINGTON: Messeit wills cha s 
written submission under Tab 16 also sets forth the 
statement of population and an estimate of future 
requirements and gives the basis upon which we esti- 
mate the future requirements of the Province of 
Alberta for the next thirty years and we come up 
with just a slightly larger figure than the Conser- 


vation Board and just very little less than 


the gas companies themselves estimate. 
Then Table 1 is the table that we thought 


sufficiently important to put directly in our brief 
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and it is the table I have already discussed. enya es 
a list of all the gas fields of Alberta allocated 


tO, their, lopical.ruse, 


Table No. 2, revised January, 1958, is 
this great long table but do not let the length of 
Loos wane. (Le rurb. vou, It is an important table 
and it is really simple in principle. Looking at 


&£ for the minutes, it is an illustrated delivera- 


bility schedule for the supply of local requirements 


area tributary to Canadian Western Natural Gas System 
for what can be supplied for the next thirty years. 
Column No. 1 lists the year, then under each field 


we have calculated using the recognized method of 


projecting gas field deliverability. We have 
calculated how much gas can be taken out from these 
various fields each year and had taken out and what 
the resulting load factor would be. ANGE pia ART 


sixteen columns shows the sources of base load 


presently connected to the Westcoast system; Turner 
Valley has been connected for some time and it is 
capable of 95 million cubic feet per day. The 


Jumping Pound field has been connected for, I do 


not know exactly the number of years, all of five 
years, I would imagine, and the gas company has 


continually increased the contract with Shell Oil 


for additional volumes of gas and in the latest in- 


crease the gas company has negotiated with the pro- 


cer egieciiee tela, sone. O11, for 90 million cubic 
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feet per day and our reservoir engineers say 90 
million cubic feet can continue to be taken out of 
the Jumping Pound field until 1967 or thereabouts 
at which time the field will have declined. 

The next column, Fenn-Big Valley-Stettler 
goes into a separate system. VePsen cate alae Pee ae) 


show the production of gas from Okotoks, and we 


are negotiating a contract to get this gas into the 
system and they may have completed it. In any 
event di 1s 4 prospect’ that is practically a reality. 


And then in the next columns a, COs 20 


Shows the source of peak load gas. 


I would like to emphasize that these first 


sixteen columns here are basically base load gas; the 


gas is all sour and requires processing;with the 


exception of Turner Valley it is VECY. VEry Olti 1~ 


cult and uneconomic to produce it on other than a 


fairly straight peak load factor, Oil field gas 
comes higher on a 100 per cent load factor because 
on a peak day in winter production is down, tS a 
the production that is required on a peak day, usually 


in the winter time, so that does not help the gas 


company any. 

The first sixteen columns are base load. 
Columns 17 to 19, peak load. They have been using 
these fields for many years and they are excellent 
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in columns 2s 22 and 23 I show the 
Calgary field basal quartz. This is the sweet 
gas found in the upper horizons of our East Cal- 
gary fiedd, and we feel that 1f the drilling 
program of Jefferson Tale Sulphur Company actually 
proves up the deliverability of this sweet gas 
that it could be used for Calgary, and we don't 
propose taking any out of Alberta for export pur- 
poses, 

The next columns, 24, 25 and 26, show 
the peak load that can be attained by developing 
ine Carbon field. I said in the /orief, and I 
would like to emphasize again, that we of West- 
coast feel the Carbon project is a very sound, 
practical way of meeting the requirements for peak 
load gas for the City of Calgary. The situation 
in Calgary is inescapable: we have a load factor 
on the market of about 42 per cent; nearly all 
of the gas that is available for Calgary today -- 
and it looks as if it will be available in the 
future -- is sour gas or oilfield gas that the gas 
companies take at fairly uniform rates. In the 
case of oilfield gas you have to take it when it 
comes; there is no alternative. In the case of 
sour gasfields that can be produced independently 
of oil, it is still necessary, if it is going to 
be economic and the gas is going to be received 


at any uniform rate, that this gas be taken through 
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at uniform rates, so the annual cost can be 
Spread over as large a volume as possible. So, 
we have a 42 per cent. load factor market and a 
42.79; load factor supply, and there is no practi- 
cal way out of it other than to put a flywheel 
in there and store the gas. 

in my qualifications, which are on this 


record, you will see that I have designed the 


Storage facilities that now are in Central Michi- 

gan that supply over one billion cubic feet a day 

to Detroit. Detroit had this same problem, but it 
wasn't as bad as Calgary because they had some 


industry; but it was solved by storage. I also 


both participated in the design of and operated 
for a period of years the storage fields in Pennsyl- 
vania that supply Boston and ali the New England 
States, and in connection with the various gas 
Studies we have made in Canada I am also familiar 
with the storage facilities of Union Gas Company 
in Windsor, Ontario, that have been, really, the 
lifesaver for that area of Southern Ontario. 

I feel -- and I have studied this quite 
thoroughly -- that the gas company's plan to go 
tO the Carbon field is a good one. It would be 


nice if there were a field closer, but I don't 


know of one, and I am sure the gas company doesn't 


either. Having added up all of the base load that 
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is available from present sources in Canadian 
Western and all of the peak load available, there 
is still going to be additional base load required 
in future years. In my estimate, these should be 
additional estimates, and are shown in columns ae ah 
and 32. It starts in 1961 at 15 million cubic 

feet a day. The gas company by drawing more gas 
out of Carbon could forestall that a few years 
until, maybe, two or three years more; but that 

is not important. The point is that sometime in 
the early sixties, even if the gas company builds 
the system at Carbon, they are going to have to 
have an additional source of base load gas, and at 
the end of 30 years it has to be quite substantial. 
There is plenty of gas to supply that base load 
requirement right here in the fields around Calgary. 
The only thing that has to be done is to work it 
out by a scheme that is economic. We say the future 
sources of base load can be supplied from the West- 
coast sour system, which we have described in the 
brief, and which we show in the exhibits to the 
Alberta Conservation Board. 

I would like to turn to the next table, 
which is Table IIA,and this table shows the make-up, 
or shows the sources of this future gas to meet 
the Canadian Western requirements. 

The first three columns show the amount 


of gas that can be obtained out of the East Calgary 
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field. This is exclusive of the sweet gas which 
we have already said should be held for Calgary. 

The next columns, 4 to 12, show the 
amount of gas that can be obtained from the very 
large oilfield in the Harmattan-Elkton-Sundre- 
Westward Ho area northwest of Calgary. 

Columns 4 and 5 are the solution gas that 
Could be obtained -- “put it this way: .1t is the 
solution gas which if not used will either be 
burned, wasted or reinjected into the formation for 
pressure maintenance. Starting in about 1965 all 
of our estimates -- and, as a matter of fact, this 
is confirmed by consulting geologists -- the oil 
is going to be about depleted in the Westward Ho 
field, and we can produce the gas cap of that field. 
In the remaining part of the Harmattan-Elkton- 
Sundre-Westward Ho area it is going to be many years, 
and our estimate is it will be 1973, before any sub- 
Stantial quantities of gas cap gas can be taken from 
that area. That is shown in all of these columns 
here -- 4 to 12. 

In columns 13, 14 and 15 we show the 
amount of gas that can be taken from the Wimborne 
field, which is north and a little east of Calgary, 
and iG ls more of a gasfield than an oilfield. It 
has produced a certain amount of oil, but it is 
rapidly going to gas, and it won't be long before 


this field will be Operating as a gasfield. 
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So, in columns 16, 17 and 18 we show 
the total amount of gas that would come into this 
plant system that Westcoast proposes. 

In the next columns, 19, 20 and 21, we 
Show the amount of gas required by Canadian Western 
in the future taken from the previous Table ry ve= 
vised, that I have just discussed. 

The next three columns, 22, 23 and 24, 
are the difference between the available supply 
going into the plant and the amount that Canadian 
Western receives, and we put this under the heading, 
"Remainder for Westcoast", and it starts off in 
1960 with 114 million cubic feet per day, and as 
local requirements increase it declines over a 
period of years to 40 million feet a day. I have 
Shown this type of scheduling to both Pacific North- 
west Pipeline Corporation and El Paso, and they have 
said, "We will buy the gas on this pattern". They 
recognize Canada comes first, and that by taking 
the gas initially they can develop the sour gas re- 
serves, and they are willing to say, "All right, 
we will take the 114 million, and if you don't get 
any more gas 30 years from now we will be down to 
40 millions." 

THE CHAIRMAN: Me. Hetherington, that 
is somewhat hearsay evidence as to what they said 
to you. Are they going to say that before the 


Commission? 
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MR. HETHERINGTON: Mr. Kayser has a 
peLer,, 
THE CHAIRMAN: Well, I think he should 


State that. 


MRS (HETHERINGTON ¢ ptAlIie eheht. The point 
I want to make, carrying on with this table, is 
that there are three other fields in the immediate 
area of this gas pipeline system -- Crossfield, 


Olds sand: Sarcee..n if thatyvgas were put into this 


Same system, which it could be -- and we don't have 
this gas under contract; it is mostly under contract 
CO Alberta, and Southern: --. but if) this additional 
gas were put into the system we would have the total 
amount available as shown in columns 37, 38 and 39, 


ae euneyrave: os hs miiliiion icubleefieet, arday, and it 


Stays like that for about eight or nine years, and 
then declines; but not as much as in the previous 
case. Ihave taken this up with our customer com- 
panies in the United States, and they have indicated 


to me that they would purchase on this basis, and 


that will be covered by Mr. Kayser. 
MR. FRAWLEY: At 22¢? 
MRS IPAPTTEELO s Mr, Chairman, Mr. Hether- 


ington has not yet been sworn, and I don't think we 


Should get into anything other than his submission 
until such time as we are taking evidence. 


THE CHAIRMAN: That is what I am trying 
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to avoid. 
MR. FRAWLEY: Excuse me. 
MR. HETHERINGTON: Table IIB simply is 
the same thing as IIA, considering one of these 
gastields may turn’out to be an oilfield. Cross- 
field recently got a well which indicated it may 
be an oilfield and may have to be deferred. This 
is just an alternate way of showing the situation. 
Tab 17 gives a statement of our proposal 
along with the economics supporting the proposal. 
There are two pages of text and then this same map 
which has been included in the brief, and the next 
table, which is Table IIC, gives the economics or 
the forecast of income for the project, operating 
as lehave deseribed, and you will note that the 
basis for the calculations is to arrive at the 
7 1/2 per cent. rate of return after all expenses -- 
purchase of gas, administration costs and all costs 
to the pipeline -- and we would end up with a 7 17/2 
Per Cent. rave, Of return on our pipelines. and plants. 
The next page, Table IID, gives the re- 
Sulting price to the United States, to the export 
market, required to earn the 7 1/2 per cent. rate 
Ol erelDUrne On, aor our facilities, and pay the 
producers the prices that are set forth in our gas 
purchase agreements, and that price is shown on the 
third line down: it is 26.65¢ per MCF in 1960, 


26.12 in 1961, and so on. That is the prices we 
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estimated today, based on these calculations, 
that Pacific Northwest would have to pay in order 
to pay our field prices, operating expenses, and 


Bive the pipeline facilities in Canada, including 


Alberta Gas Trunk Line, a 7 1/2 per cent. return. 
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Now, the next tables are more or less 
details backing up the cost, and the last table I 
would like to refer to is the very last table under 
thts tab, with Ys" "Table e(n): 

Thisis a Galculation’ of the cost’ of gas 
that would be residue out of this plant right at 
Calgary's doorstep and would be a measure of what 
Calgary could expect to have to pay if they bought 
gas from our proposed system and we earned a 74 per 
SCENCereturhn on all our Tacriities. 

The price is given, at the second line 
from the bottom, where it says, "Cost of gas, cents 
Ger Mer. ang ii 1900 1t is"16.25 cents! and ,*in 
fore Gere toll cenve and, invlgom, 4 Veeip..o7 
cents. 

Now, there is a thing of interest here 
tToau 2 think 2s ~ worth reviewing. The prices 
that we pay, or propose to pay, under the gas 
purchase contracts escalate up, over a period of 
time. ‘Now, that does not mean that the cost of 
gas delivered at any point will increase, because 
depreciation is accruing all this time, so the rate 
of return is computed on a smaller remaining invest- 
ment and ’it* shows, “an this table, that even over a 
five-year period, although the price of gas to the 
producer has gone up, the price to the consumer stays 
about the same. 


MR, HELMAN: May I just interrupt to ask! 
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Do those prises include peak load gas? 

MR. HETHERINGTON: No, Tite. 26° gas 
at 90 per cent load factor out cf the plant, because 
the plant would have to operate at that high load 
factor. 


MR, HELMAN: LT see, 


MR, HETHERINGTON: Tab 18 just deals 
with a description of the processing plants. 

Tab 19 covers the offers to the Wimborne, 
Harmattan, Elkton producers, We have letters 
from all the independent producers in the field, 
indicating an interest, some indication or expres- 
Sion of intent. Those are not included here but 
they are available if they are wanted. 

Then Tab 20 is the same, the gas sales 
agreement to meet Alberta requirements that we re- 
Perrvea to previously, 

Then, in the following tabs we set forth 
the gas reserve estimates of a number of the impor- 
tant fields, and they are submitted, principally, 
for information purposes. 

Then, Exnibi, °C", which Ls the very 
last tab, Tab 32, gives an estimate of revenues, 
expenses and income for the Westcoast project for 
the years 1958, 1959 and 1960, as stated in the 
brief, assuming it would take three years to build 


up to the initial capacity which I mentioned. 
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THE CHAIRMAN: Thank you very much, Mr. 
Hetherington. 


I think this would be a good time to 


have a ten-minute break; but confine it, if you will, 
gentlemen -- those of you who are participating -- 
to ten minutes, because we must adjourn today at 
four-thirty, due to the fact that the hall is re- 


quired for other purposes. 


---Short recess. 


THE CHAIRMAN: We will now resume the 
hearings, gentlemen, please. 

Mine (eae CLO s Mr, Chairman, before we 
hear from Mr. Kayser, I am proposing that we mark 
the remaining exhibits of Westcoast, which all can 
be taken as read. There are two profit and loss 
balance sheet statements and a booklet containing 
material regarding the scrubbing plant and also a 
map, and then I would like to suggest -- and I 
have discussed this with my friend, Mr. Chambers -- 
that Mr, Hetherington be sworn and then he stand 
aside. 

THE CHAIRMAN: Me, Patcilio, is this the 
document you refer to (indicating)? 

MR. PATTILLO: Yes. 

THE CHAIRMAN: IT do not think that can be 
properly described as a profit and loss statement. 


It is simply the annual report and consolidated 


ih Dieses ed Sint: ata z co 


Jibs Vege) 33h aaa Se 4 eer STU Lite RED, 6 Sven 


.. suittayhituniners orwiady 16 Saekr = rome kona: 5 t 


easuuninent hs ideo ae ominged ..todvatn mpd ot 


1+ (To Sef seier al ae gid -ot eub ~via tnd=aer 


Bneogive seco sol bewtup 


24 SNer, Tonine = ~ 


“ar St eit BR LUOGON flack: «ee ies Mort teed 


ints ‘soW lo ar td itike, ariniaset ea7 
geet bihuk paige ond Gib o7ens .bget de silat $é 


url iivve ste tleod a hme otdasmetada geete Sogeleq 
elelisa® toasty yaiddiess:. a Balireged ‘TLentetem. 7 
jeggaui tt ouid finger 4 seat ae «Gan . 
- eracnimibiiah Shelee Va Aviy sat porsupait even 
brute sat owed hae eerowe ed not goibnoaltel Oat. sade 7 
; : - 
Vv -7 abies | 


git eli) i: ol Lita? aM 


ed mas 


vomestaites heaot be o a 
: we « ; 


bedshLiosmeg fits 
en , A 7 


=) 


ANGUS, STONEHOUSE & CO. LTD. 1078 
TORONTO, ONTARIO 4 


balance sheet. 

MA. PATTILLO: Bean! Ge loowastiekht. ii 
just assumed the P & L, it is just the annual 
report, with the balance sheet, for the year 195 Te 
---EXHIBIT NO, C-12-1-B: Westcoast Annual Report 

Lop clLoak. 

MA. PATTILLO: Then the other document, 
which would be marked as Exhibit C-12-1-C, 
---EXHIBIT NO. C-12-1-C: Red-covered booklet con- 


taining maps, sketches 
and plans. 


---CHARLES RAY HETHERINGTON, sworn, 


MA MePAT TEs Thank you. Now, Mr. Kayser. 


PAUL KAYSER, called 


BY MR. PATTILLO: 

Q. Mr. Kayser, would you give your full 
name, please? 

MR. KAYSER: Paul Kayser. 

THE CHAIRMAN: Do you wish Mr. Kayser's 
Statement to go in now, Mr, Pattillo? 

MR. PATTILLO: Yes. 

THE CHAIRMAN: It would simplify matters. 

MAS ePALT ILL: Yes. This. document of 


Mr. Kayser's will be marked as C-12-2. 
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---EXHIBIT NO, C-12-2: Statement of Paul Kayser, 
on behalf of Pacific North- 
west Pipeline Corporation 
and El Paso Natural Gas 
Company. 

THE CHAIRMAN; Proceed, Mr. Kayser, please. 

MR. KAYSER: IT am President and Chief 
Executive Officer of El Paso Natural Gas Company 
and have held such position since the organization 
of the Company in 1928. I am Chairman of the 
Board and Chief Executive Officer of Pacific 
Northwest Pipeline Corporation and have held such 
position since the acquisition last year by the El 
Paso Company of more than 99% of the common stock 
of Pacific Northwest Pipeline Corporation. 

The purpose of my appearance before this 
Commission is to place before you the market for 
natural gas served by the above two companies. 

To make such presentation clearer, we attach a 

map of the western section of the United States, 

showing the pipelines of these two companies. 

i Teannotiereirainy from saying, at. this 
point, that I appreciate the opportunity to come 
before this Board and to exrzain, our operations to 
you and show you how we can use the surplus gas 
that you may desire to permit exported. tL think 
it is a privilege. 

THE CHAIRMAN: We are very glad to have 


you here, sir; 
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MR. KAYSER: We appreciate it. 

Pipe Lines Involved: As shown on the 
map, the El Paso system -- and you will notice that 
it is the red lines at the bottom of the map -- 
consists of multiple lines connecting the gas 
fields of West Texas and New Mexico with the 
markets of West Texas, New Mexico, Arizona and 
Poet Orta. The main transmission lines consist 
principally of 24" - 26" - 30" and 34" high pres- 
sure pipelines operating at pressures in excess of 
800 lbs. per square inch. The company has in 
excess of seven thousand miles of main and branch 
transmission lines and in excess of four thousand 
mites of field gathering lines. 

The Pacific Northwest system consists of 
e,lte7 Miles of main and branch transmission lines 
made up of 22" to 26" pipelines, with 474 miles 
of field gathering lines, connecting the various 
fields in the Rocky Mountain area with the markets 
of Colorado, Utah, Idaho, Oregon and Washington, 

These two systems have various inter- 
connections in the San Juan field in New Mexico, 
including a 24" high pressure line running from a 
connection with Pacific Northwest's line at Ignacio 
tore eso eS) math tines: in the field. 

I would like to explain a little further 
about the map. Yom novice, in the’ lower sec-~- 


tion of the map, where the El Paso lines run 
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across New Mexico to Arizona, they are multiple lines 
leading to a point on the Colorado River. They 
are connected with lines represented in black, being 
lines of the Southern California Gas Company, where 
we make connection at the boundary between California 
and Arizona with that company. You will notice 
a connection with this lower line up to the second 
set of those lines leading from the river and there 
we connect with the Pacific Gas and Electric Com- 
pany's lines, which are shown in black, leading 
on up to San Francisco, and we deliver on those 
two meters, at present, right up to 2 billion 
euble Teet of gas a day, a billion end e5 milion 
tO Pacific Gas and Electric and a billion and 30 
million to the Southern California. 

The total of those deliveries, at the 
moment, are not being made. some 950 million a 
day are being delivered each, but we just finished, 
in Washington, a hearing on an additional 150 
million to be delivered to those two companies and 
we are confident that the certificate will be granted 
and we are ready to very quickly build the necessary 
lines to bring those deliveries up to those two 
points. 

Now, the present markets: Pacific Nort- 
west at present receives from Westcoast Transmis- 
Sion Company Limited on the international border 


at Sumas, a point southeast of Vancouver, 300 
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million cubic feet of gas per day from the Peace 
River area of British, Columbia. 

Actually, the deliveries here are approxi- 
mately 250 million and they will build that up, by 
the end of the year, to the full 300 million, 

Of this amount El Paso purchases from 
Pacific Northwest 100 million cubic feet per day. 

Pacific Northwest has a contract with 
Westcoast Transmission for the purchase of an 
additional 150 million cubic feet per day to be 
delivered to Pacific Northwest on the inter- 
national boundary at Kingsgate, opposite the State 
of Idaho, the subject of the present application for 
export. This gas will be taken into the system 
by the construction of a 30" line from Kingsgate 
to spokane,a distance of only 123 miles. 

That is shown on the map at the inter- 
national boundary in a purple dash line with a 
mark "123 miles". That connects with the West- 
coast Transmission line,which is some 178 miles 
in length from the Savanna Creek area. 

Pacific Northwest proposes to sell and 
deliver this gas to the El Paso Natural Gas 
Company to supply additional demands of El Paso 
System's market, including the markets in Califor- 
nia. in addition, Pacific Northwest has a con- 
tract with Westcoast Transmission for 250 million 


cubic feet per day to be obtained from the Peace 
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River area von. British Columbia. 

The present average daily market require- 
ments of the Pacific Northwest system and the El 
Paso system projected under a five-year period, 
under certificates granted or now in hearings before 
the Federal Power Commission are as follows: 

The Pacific Northwest (MCF per day), in 
1958, 520,000; in 1959, 680,000; in 1960, 695,000; 
TH 129617 (71 0;000 eandin "2962, “73=0)000; The El 
Paso System, not including Pacific Northwest (MCF 
per day), in 1958, 3,166,000; in 1959, 3,295,000; 
in 1960, 3,266,000; in 1961, 3,284,000 and in 1962, 
are30 7000. 

those figures for the El Paso System show 
no increase, by reason of the fact that the El-Paso 
System operates at a load factor of substantially 
95 to 97 per cent of capacity and, as we show later, 
under our review of potential markets, that asta 
additional markets we expect to be able to serve 
in the future, actually, we deliver on practically 
a 95 to 97 per cent load factor all of our authorized 
capacity. 

The requirements for the El Paso set 
forth above include the deliveries to the Pacific 
Gas & Electric Company -- after the certificate 
which I mentioned a while ago -- of 1 billion 25 


million cubic feet per day, Southern California 


Gas Company and Southern Counties Gas Company 
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1 billion 30 million cubic feet per day, and 
Southern California Edison Company 100 million 
cubic feet per day, making a total of 2 billion 155 
million cubic feet per day for delivery to the 
California market. 

Potential Markets: From reports made 
by the Southern California companies to the 
California Utilities Commission and from exhibits 
filed with the Federal Power Commission (about which 
I am personally familiar) the market for gas in 
Southern California will require, by the year 1960, 
600 million cubic feet per day above the amounts 
sect forth above, That is the amount we are now 
delivering to them or have contracted for and for 
which we have applications before the Commission. 

In addition, it is estimated that such 
market will require, after such time, an additional 
amount of approximately 100 million cubic feet per. 
day each year in the future. 

This forecast of consumption is based upon 
a careful analysis of the demands for gas as re- 
lated to population and industrial growth of the 
area, These demands do not include the demands 
of Pacific Gas & Electric Company as we understand 
such market study will be presented by Alberta and 
Southern Gas Company Ltd., in these proceedings. 

To cover these increasing demands the 


Southern California Companies have entered into a 
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contract with the El Paso Company for 400 million 
cubic feet of gas per day in addition to all other 
contracts, Likewise, the El Paso Company has 
entered into a contract with Pacific Northwest 

for 400 million cubic feet per day to supply such 


demand. 
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If Westcoast is permitted to export the 
150 million feet per day, the subject of their 
application, and is able to fulfill its contract 
with Pacific Northwest for the additional 250 million 
cubic feet per day from the Peace River area, then 
the market of the El Paso System, including 
Pacific Northwest, will be able to take such gas 
by 1960 and absorb at least an additional 100 
million per day in each of the years 1961 and 
1962, if such is available. 

To illustrate the rapidity of the 
growth of the California market, the demands 
of such market for gas to be supplied by the El 
Paso Company have increased from 300 million 
cubic féet per day in 1948 to 2 billion 155 
million cubic feet per day in 1958. 

In respect to the future market for 
gas in the territory serviced by vhe Pacific 
Northwest Pipeline Corporation, I wish to say that 
the experience of the El Paso Company in its 
service to West Texas, New Mexico and Arizona 
indicates that the demand for gas in the territory 
of the Pacific Northwest will greatly increase 
above the present demands, The deliveries to the 
El Paso Company's customers in West Texas, New 
Mexico and Arizona have increased since 1947 
from approximately 150 million cubic feet per day 


to more than 650 million cubic feet per day in 1957. 
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From my experience, and a study of the 
fuel demands of the Western States of the United 
States, it is my opinion that the areas serviced by 
the Pacific Northwest Pipeline Corporation will 
have somewhat the same experience over the next 
ten years. It is my opinion that the demands for 
gas in this area will more than double in such peridd. 

In respect to local Canadian requirements, 
because the various sources from which the El Paso 
System draws gas, large sources of supply 
at both ends of the system as well as in the 
approximate middle, it has great flexibility in 
meeting any deficiency of gas supply from any part- 
ilcular source on its entire system. For this 
reason we believe we will be particularly fitted 
to cooperate with Westcoast in developing and 


sustaining its plan as presented in the brief to 


develop large supplies of sour gas or sweet gas 
and make appropriate quantities of such gas so 
developed available for local demands. 
In conclusion, we make this statement 
to demonstrate to you that the El Paso Company 
and the Pacific Northwest Pipeline Corporation with 
their network of pipelines presently connected 
to and servicing the western markets with the 


present connections to Canadian gas, are ina 


position, with a comparatively small capital outlay, 


to give an efficient and immediate outlet to any 
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surplus gas that the Canadian Government in 
its discretion desires to export. We wish to say 
to you that these companies are particularly 
desirous of obtaining at the earliest practicable 
date the 150 million cubic feet per day, the subjecw 
of Westcoast's present application, and that we 
are ready, willing and able to take the additional 
250 million cubic feet per day from the Peace River 
area —-— andi would iiike to say from, Alberta if it 
is more in line with the Canadian Government's 
plans --- when it is developed and Canadian authorities 
are ready to permit its export. 

Because our sustem is already connected 
to Westcoast Transmission Company's line at 
Sumas on the international boundary and because 
the additional connection we seek at Kingsgate 
requires the construction of only 123 miles of 


additional pipeline, we are able to take a large or 


a small amount of additional gas in whatever amount 
you in your discretion deem best for your economy. 

THE CHAIRMAN: Thank you very much indeed, 
Mes Kayser. 


MR. PATTILLO: Now, I think before we go 
on -- is Mr. Lewis here? 


MReeLEWIS: «Yes. 


MR. PATTILLO: Before we ask Mr. Kayser 
to step down I think he had better be sworn. 


--- Paul Kayser, duly sworn. 
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MR, HELMAN: Are we not going to be able 
to ask the gentleman any questions at all? 

MR. PATTILLO: Of course you are, 
but we are not going to proceed with any cross- 
examination until we have had all of the submissions 
put in. That was my purpose, 

MR. HELMAN: I am sorry; I did not 
understand that, 

MR. PATTILLO: And these gentlemen 
are all going to make themselves available to- 


morrow, 


FRANCIS EDGAR LEWIS, called 

BYOMR, PATTIELO: 

Q. Now, Mr. Lewis, would you please 
give us your full name? 

A. Francis Edgar Lewis 

MR. PATTILLO: May I have Mr, Lewists 
Submission on behalf of Jefferson Lake Sulphur 
Company marked as Exhibit ‘6412-3? 


--- EXHIBIT NO, C-12-3: Submission of Jefferson 
Lake Sulphur Company 


MR. PATTILLO: Q. Mr. Lewis, would 
you please tell the commission from whence you come? 
A. I am Vice-president of Jefferson 
Lake Sulphur Company in charge of Sales, with the 
Sales Headquarters in Houston. We also have a 


Canadian Sales Manager located in Vancouver. I 
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have been with the Company since March of 1955 
as Vice-president in charge OL Sales. 

Q. And would you tell us whether 
this Company which is in Canada -- in British 
Columbia, we have heard -- and which is proposing 
to come to Alberta is a Canadian Company, or is 
it a Houston Company? 

A, At the present it is the Ut os 
Company -- the New Jersey Corporation, We are at 
present in the midst of finance negotiations 
with one of the larger Canadian investment nouses 
which, having regard +0 the usual problems of 
putting a new security on the market, we hove 
to have completed within the next 45 to 60 days. 
Jefferson Lake Petrochemicals Limited should be 
on the Toronte Exchange by the end of March. 

MR, PATTILLO: Thank you very meen). 
Would you now proceed? 

MR. LEWIS: Thank you, 

Sulphur Production, Consumption Reserves: 
Sulphur or brimstone as it was known to the 
ancients is one of the earliest known minerels or 
elements. The first records of its use are in the 
Asian and Egyptian civilizations where it was used 
in medicine, cosmetics and in religious rites. 


Sulphur is one of the most basic commodities known 


to mankind having a wide variety of uses, primary 


among which is in the manufacture of sulphuric acid, 
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Approximately 80% of all sulphur produced is 
consumed in the manufacture of sulphuric acid 
which is used in the manufacture of practically 
every article used by civilized man today. 

The consumption of sulphur or sulphuric 
acid can be used to measure the extent of industrial- 
izgatbon »of a nation.and some -Ldea-of, Lts.accuracy 
afca yardstick in this respect:can be had from 
the fact that toward the end of World War 2 the 
Allied Intelligence Service used the figures on 
German production and consumption of sulphuric 
acid to determine the effectiveness of their bomb- 
ing attacks on Germany to reduce industrial output. 

The earliest commercial production of 
sulphur in large quantities was in the countries of 
Roaiyaecieily dandespainss: +in these.countries 
are located volcanic deposits of sulphur which 
prior to the 20th century produced essentially all 
the world's supply of elemental sulphur. The sulphur 
was produced by hand picking the ore, collecting it 
in piles which were then covered with a brick oven 
structure with a vent at the top. 

Holes were provided at the bottom of the 
structure which could be opened or closed to 
control the amount of oxygen fed to the kiln or 
furnace and the sulphur ore was ignited at the bottom. 
As the sulphur burned other sulphur was smelted 


out of the ore matrix and the molten sulphur flowed 
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by gravity to the bottom of the pile and out of 
the furnace where it was collected for storage. 

By the beginning of the 20th century 
sulphur had been discovered in the cap rock of 
salt domes along the Gulf Coast of Texas and 
Louisiana while exploring for oil, and Herman 
Frasch had developed a process known today as 
the «Frasca iProcess. for 'imining this sulphur. A 
syndicate was formed and after one or two failures 
Herman Frasch's company successfully produced 
sulphur from a salt dome deposit in Louisiana by 
his new process. The costs of production of sulphur 
by the Frasch Process were so much less than the 
costs rof i iaboriously mining ‘by hand the volcanic 
sulphur deposits that Frasch Process sulphur 
soon dominated world markets. Other companies 
were formed to produce sulphur by the Frasch Process, 
and in addition to the Union Sulphur Company (Herman 
Frasch's Company), Freeport Sulphur Company, 
Texas Gulf Sulphur Company, Jefferson Lake Sulphur 
Company and Duval Sulphur Company became producers 
of, sulphur. 

As mentioned above, sulphur occurs 
in the cap rock of salt domes which are found 
in the Gulf Coast of Texas and Louisiana. Sulphur 
does not occur in all of these domes, and of the 
known salt dome structures along the Gulf Coast 


(which number in excess of 300 to date) only about 
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eu et 


20 have proved commercially productive of 

sulphur. The Frasch Process consists essentially 

of melting the sulphur in place with superheated 

hot water and lifting it to the surface with 

compressed air. A well is drilled into the cap 

rock of the dome and casing is set above the salt. 

A 6-inch hot water line is then placed inside of this 

casing and within the 6-inch a 3-inch sulphur line 

is set. The bottom portion of the 6-inch line 

is perforated to permit the escape of hot water into 

the formation while the bottom section of the 

3-inch line is perforated, to permit molten 

sulphur collecting around the base of the well 

ToVencver the 32-inch line for lift torthe surface. 
Inside of the 3-inch line a lj-inch 

compressed air line is extended to the bottom of the 

well, and after superheated hot water has been 

forced into the formation and a pool of molten 

sulphur collected at the base of the one the 

compressed air is turned on, lifting the molten 

Sulphur to the surface. The molten sulphur is 

then allowed to solidify in large blocks called 

vats from which it can then be removed in solid 


form by power shovels for shipment to the 


consumer, 


Since the turn of the century the sulphur 
industry has been centered along the Gulf Coast 
of Texas and Louisiana and from these Frasch 


Process Mines, approximately 90% of the world's 
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supply of elemental sulphur has been produced, 
Within the last few years there have been several 
discoveries of sulphur in the Isthmus of Tehuantepec 
in Mexico, These discoveries have added sub- 
stantially to the world's reserves of elemental 
sulphur recoverable by Frasch Process mining, and 
production from these mines is rapidly becoming 
of major significance. There are presently three 
Frasch Process producers in Mexico and their pro- 
Gyuction of sulphur in 1957 was in excess of one 
mislion Longe tons. 

Until recent years there was no other 
process for the production of elemental sulphur 
that could compare in cost of production with 
the Frasch Process. However, during the past 
ten years the Claus Process was developed to 
the point where production costs of elemental 
sulphur by this method now compare favorably 
with production costs from the Frasch Process 
mining operation. The Claus Process is based 
OnecasalvyeL.c. chemistry and is used to recover 
sulphur from sour gas. After the hydrogen 
sulphide has been extracted from the sour gas the 


hydrogen sulphide is fed into a Claus Process 


sulphur plant where one-third of it is burned 


With alr co form sulphur dioxide, The sulphur 
dioxide formed is then reacted catalytically with 


the remaining two-thirds of the hydrogen 
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sulphide to produce elemental sulphur of 
acceptable quality. 

The successful development of this 
process, today makes the sulphur contained in 
Canada's reserves of sour natural gas of economic 
pieniticance. The large tonnage of sulphur 
represented in the Canadian sour gas reserves 
places Canada in the position of being one of the 
three countries in the world having substantial 
reservesof economically recoverable sulphur. 

In 1956 world consumption of sulphur in 
all forms totalled 14,916,000 long tons which 
was devided into 7,678,000 long tons of elemental 
sulphur and 6,800,000 long tons of elemental 
sulphur from pyrites. Today pyrites account for 
approximately 46% of world sulphur consumption 
compared to approximately 59% in 1937. This 
shift in use pattern emphasizes the desirability 
of elemental sulphur as a raw material for the 
produce tion /Ol, Sulphuric acid as compared to 
pyrites. This shift would have been even more 
pronounced had it not been retarded by the shortage 
of elemental sulphur existing from the beginning of 
Worlio War 2up until shortly after, the Korean 
War ended, 

Canadian sulphur consumption today is 
concentrated largely in the Provinces of 


British Columbia and Alberta in the west and in 
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Fastern Canada. The following table shows the 
estimated consumption of sulphur in the various 
areas of Canada today. 
Use - Thousand Long Tons . . Annual 
Province Sulphuric Acid, Pulp and Paper Total 
British Columbia 0 60 60 
Alberta 50 3 BS 


) e 
6) 20 


tories 
Saskatchewan 
Manitoba 
Western Ontario 
Eastern Ontario 
Quebec 
New Brunswick 
Nova Scotia 
Newfoundland 


pe) 


W W 
Qo WT iiiere Os 
im 
cS) 

—~] 
WI 


Northwest Terri- 
Totals 146 304 450 
Sulphur consumption in the areas or 
the United States which can logically be 
served from producing points in Western Canada 
is as follows: 

i In the States of Washington and Oregon 
approximately 225,000 long tons oF SULpnUG are 
annually consumed in the pulp and paper industry. 

Zs Only minor quantities of sulphur are 
consumed in the Western States of Idaho, Montana, 
Wyoming and the Dakotas. 

Sie In the area bordering the Great Lakes 
approximately 1,100,000 long tons of Sulphur are 
consumed annually for the production of sulphuric 
acid. In this same area approximately 80,000 
long tons are consumed annually in the production 


of pulp and paper. 
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iy The remaining portion of the middlewestern 
United States consumes 375,000 long tons of 
sulphur annually. 
From these figures it can be seen that 
there is presently a market for approximately two 
million long tons of sulphur in Canada and the 


United States that can logically be served from the 
Alberta plants, if rail freight rates which are 
competitive to these areas. 

Thescurrent production of sulphur in 
Canada from the existing plants located in Alberta 
and British Columbia is being sold in the Western 
Provinces of Canada and the Pacific Northwest 
States of Washington and Oregon which provide an 
adequate market. 

World consumption of elemental sulphur 
has shown an annual growth rate of 4.75% per year 
for the past 20 years. At the same time consumption 
of sulphur in the United States has shown an 
annual increase of 5.25% per year exceeding the 
increase in the Federal Reserve Board index of 
industrial production of 4.75% annually. Sulphur 
consumption in the United States is expected to 
continue to increase at this rate or at a some- 
what greater rate in the period from now until 
1965, while world consumption is expected to show 
a substantially greater rate of growth. Foreign 


consumption is expected to increase more PaplalLy 
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because of the discoveries of substantial 


sulphur reserves for both Frasch 
and from Canadian sour gas which 
consumer a dependable long range 
Since the end of World War e the 
consumption of elemental sulphur 
by lack of assurance of adequate 


availability of supplies, and as 


Process mining 
assure the 

source of sunvply. 
growth rate in the 
has been retarded 
reserves and 


a result. of 


these uncertainties numerous acid plants were 


built throughout the world based upon the use 


of pyrites as a source of sulphur. 


a 


nes ao a“ Boul 


ANGUS, STONEHOUSE & CO. LTD. LO99 
TORONTO, ONTARIO 


The recent discoveries of sulphur in 


12/2 Mexico and the construction of Frasch Process 
operations there have given an added impetus to 
the growth in consumption of elemental sulphur and 
this trend can be expected to continue in the 
future, 

Thevrollowing statisties! from) the Uss; 
Bureau of Mines are presented in support of these 
projections: 

DHese ave uthe siatistical tables that 
start at page 6 of the submission. Would you like 
any of these figures read from the tables? The 
source of the information is the U.S. Bureau of 
Mines. The estimates on table I on page 6 for 1965 
are our own estimates based on our studies based 
on world sulphur markets, and our projection on 
gross rate of consumption. 

ihe rest of the tables are simply statis— 
tical tables on information on sulphur taken from 
the U.S. Bureau of Mines reports which are issued 
annually. 

THE CHAIRMAN: Would you tell us, again, 
which are not the tables from the U.S. Bureau of 
Mines? 

MR. LEWIS: On table 1, page 6, the 
column 1965 is estimated as our own estimate. The 
percentage figures, of course, that we calculated 


are compound figures. As a compound interest table 
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is figured, the percentages. were not derived by 
merely taking the difference between the total 
of 1956 and 1946 but are the compound interest 
figures rate of growth. 

THE CHAIRMAN: TMablewond athe Us. 
Federal Reserve Board indices of production? 

MR. LEWIS: Yes, that is from the Federal 
Reserve Board. 

THE CHAIRMAN: And Table 3, sulphur pro- 
duction excluding United States. 

MR. LEWIS: Phat <s.0ur .f onecas.t. The 
figures in 1956, the column labelled 1956, is from 
the, Uo. Bureau, of .Mines,..,..The: figures in 1965 are 
our own. 

In table No. 4, page 9, those figures are 
for 1965 and that is a breakdown of our production 
of sulphur and consumption; that is world-wide. 

MR. FRAWLEY: Would Canada be in the 
foreign description? 

MR. LEWIS: That. table was lifted directly 
from a report we made in Houston and was not re- 
worded. 

MR. FRAWLEY: Pvdo not like ‘the use “or 
the word foreign. 

MR. LEWIS: That was an oversight, be- 
i,eve. ie. 

THE CHAIRMAN: ive lad nic’ te thes aid te 


understandable. Table IA. 
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MR. LEWIS: Table IA is from the U.S. 
Bureau of Mines. ITA is also from the U.S. Bureau 
of Mines and Table IIIA is also from the U.S. 
Bureau of Mines. Similarly for Table IVA, Table 
V and Table VI; they are also from the U.S. Bureau 
of Mines. Table Vit is also from the U.S. Bureau 
of Mines. 

THE CHAIRMAN: Thank you, Mr. Lewis. 
Now, will you proceed? 

Sulphur prices are traditionally stable 
and have shown very little increase percentagewise 
Since the middle 1930's. Since the middle 1930's 
the price of sulphur increased from $18.00 per ton 
to a high of $26.50 per ton, and the present price 
is $23.50 per long ton. This is an increase of 
only 30% over a 20-year period while the general 
price level for all commodities has more than 
doubled. Obviously Canadian sulphur must compete 
with Frasch Process sulphur from the United States 
and Mexico, and in order to sell in the world markets 
Canadian sulphur must be competitive not only on 
an £.0.b.. plant or mine cost basis but also on a 
delivered cost basis. 

Canadian sulphur is presently faced with 
competition of elemental sulphur from the Frasch 
Process Mines in the Gulf Coast of Texas and 
Louisiana and from the Isthmus of Tehuantepee in 


Mexico. In the future, in addition to the 
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competition of Frasch Process sulphur there will 
also be competition from sulphur produced from sour 
gas in other areas, such as the Lacq field in Sou- 
thern France and in some areas in the Middle East. 
The Frasch Process Mines in the Gulf 
Coast and in Mexico have an advantageous location 
near deep water for export shipments. In addition 
it has been the traditional policy of the United 
States railroads to grant export rates which are 
much lower than domestic rates, e.g. the domestic 
freight rate on sulphur from the various Texas mines 
to Houston is a maximum of $3.22 per long ton while 
the export rate is $1.51. At the same time sulphur 
ean be shipped by bond through the inter-coastal 
waterway up the Mississippi River to the Great Lakes 
area where it can be transferred from the barges 
to lake steamers, railroad cars or trucks or 
delivery to the various consuming points. 
MAlsupoints outothe need. for export «rates 
on sulphur from the Alberta producing points to 
the port of Vancouver and to some ports on the Great 
Lakes. Also a commodity rate structure on sulphur 
must be established to the various inland consuming 
points along the Great Lakes and Middle Western 
United States to place Alberta sulphur in a com- 
petitive position with sulphur produced in the 
Gulf Coast and in Mexico. There are substantial 


advantages to the railroads in establishing such 
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a rate structure, since sulphur for export could 

be shipped to terminals at Vancouver or along the 
Great Lakes in trainload quantities and stockpile 
for future loading of vessels. In addition to 

the export shipments, the movement from the Alberta 
plants by rail direct to consumers in Canada and 
the United States would represent substantial new 
tonnage for the railroads and a source of revenue 
not presently in existence. The anticipated sales 
to the Pacific Northwest area and the Great Lakes 
and Central areas of the United States would cer- 
tainiy eidvim establishing a balance of trade be- 
tween the two countries. 

We cannot emphasize too strongly the 
importance of timing in these developments. Off- 
shore reserves of sulphur have been discovered 
along the Texas Gulf coast, and with the continuing 
oil exploration program offshore, additional re- 
serves are sure to be found. One of these deposits 
is scheduled to come into production in 1961 or 
1962. 

Present sulphur reserves in Mexico 
would support today additional mining facilities 
and the continuing exploration program in the 
Isthmus of Tehuantepec will undoubtedly develop 
additional reserves. With the continuing increase 
in worldwide consumption of sulphur it will be 


necessary to bring into production new sources of 
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Supply, and if we fail to take advantage of this 
Opportunity some of our competitors in the Gulf 
Coast or in Mexico undoybtedly will do so. 

Once such an operation is established 
and is serving the various markets it is difficult 
for the newcomer to break in, and he must either 
wait until additional demand develops to absorb his 
production or must make concessions in order to 
induce the users to switch suppliers, e.g. the 
Mexican producers were forced to grant price con- 
cessions of as much as $5.00 to $6.00 Der TOnwLn 
order to break into the market when they commenced 
their operations in 1954 and 1955, 

It is essential that sulphur produced as 
a by-product from gas in Alberta be marketed at 
a price which will cover the cost of gathering the 
sour set gas, the cost of processing, and a return 
on the large investment in plant facilities. 

If the sulphur is not marketed at such 
price then, since gas can only be marketed after 
Sulphur has been removed, the cost of removing the 
sulphur, cost of storing the sulphur for future 
Sale and the payment of a return on the investment 
in the plant all must be charged against the price 
BeCeoiveusGrwone fas ge a fuel, This, in turn, 
will restrict the amount of money available for 
gas development. It will also render a great deal 


of potential gas reserves of Western Canada 
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uneconomic in the sense that they cannot be 
developed on the basis of the sale of gas ata 
price which will recover the cost of production 
plus a reasonable profit to the producer. 

There is a great deal to be gained by 
Canada in proceeding without delay to secure for 
Canada markets for the gas to be produced in 
Western Canada at favourable prices. This will mean 
that the sulphur plants can be erected and the sul- 
phur available for marketing within two years. At 
that time this sulphur will have the best opportunity 
to obtain the markets within reasonable distance of 
Western Canada. Otherwise sales in such markets 
will be met by competition from other sources where 
production of sulphur is now planned. 

Speaking specifically with respect to the 
Jefferson Lake Sulphur Company plant at Taylor, 
Proven Columbia. 1 18 the opinion of the, officials 
of the company that a market can be established 
for the sulphur produced from that plant in competi- 
tion with sulphur from competitive sources. 

Simi variye se -the opinion of \Wihevorfi-— 
cials of the Jefferson Lake Company that if the 
plants are proceeded with without delay the sulphur 
from plants proposed to be constructed at Calgary 
and at Coleman, Alberta, can be marketed at favour- 
able rates in the face of competitoon from other 


sources. 
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Delay in the completion of plans, however, 
for the construction of the two proposed plants 
in Alberta will undoubtedly be prejudicial to 
efforts at a later date to find a market for the 
product. of the plants. 

That completes our submission, Mr. Chair- 
man. 

THE CHATRMAN: Thank you very much 
indeed, Mr. Lewis. 

MR. LEWIS: Thank you for the oppor- 
unity to appear, 

THE CHAIRMAN: We are glad to have you. 

ME, PATTILLG: Mr. Lewis, would you mind 
being sworn? 


Mr. LEWIS: Certainly not. 


---Francis Edgar Lewis, duly sworn. 


MA. PATTLLLO: Mr. Chairman, as we only 
have fifteen minutes before our normal adjournment 
time, that is, if we have to adjourn strictly on 
time and, although, as it is probable Mr. McDonald 
Will be here in the morning and he is not here now, 
LT would suggest, if it is agreeable to the other 
counsel concerned, that we do not start the cross- 
examination until the morning. 

THE CHAIRMAN: I think it would be very 
awkward, Mr. Pattillo, to commence now when we only 


have ten minutes or twelve minutes to go. Under 
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LOY 


the circumstances, gentlemen, I think we will adjourn 
until tomorrow morning at Oy Ne, 

MR. MacKIMMIE: Me, Chairman, Mr. Pattillo 
has advised me of the possibility of being reached 
on Thursday, and because lI have some witnesses I want 
+o be available, may I take +t now we will be reached 
on Friday? 

MR. PATTILLO: We can never say defini cely, 
Mr. MacKimmie, but I can say now the chances will be 
very good. 


_--Whereupon the hearings adjourned at 4.15 P.M. until 
9.45 A.M., Thursday, February Le. MOS e 
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Thursday, 
February 13, 1958. 


---On resuming at 9.45 a.m. 


THE CHAIRMAN: The Commission will now 
resume its hearings. 

MR. PATTILLO: Mr, Chairman, you will 
recall that yesterday Mr. Chambers, counsel for the 
company, mentioned some evidence that they wished 
to put in as part of their case relating to the 
City of Calgary's brief and we did not do that 
yesterday, so I have agreed with Mr. Chambers that, 
before any examination of the witnesses is commenced 
by myself, that that evidence should be put in as 
part of their main submission. 

THE CHAIRMAN: That is perfectly in order. 

MR. CHAMBERS; I have the idea of putting 
it in by way of questions to Mr, Hetherington, who 


has been sworn, 


CHARLES RAY HETHERINGTON, already sworn 


BY MR, CHAMBERS: 

Q. Mr. Hetherington, you are familiar 
with the submission of the City of Calgary, Exhibit 
C-7-1, which is this yellow booklet, and then there 
is Exhibit C-7-2, which is the white book marked 
"Material Filed on Behalf of the City of Calgary 


Respecting Export of Natural Gas from the Province 
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of Alberta Before the Oil and Gas Conservation 
Board, " 
You are familiar with that? 

A. Yes, I am familiar with those 
exhibits and I heard the testimony: Ol. Mr. Sind. abDAaVLed, 

Q. As I understand it Westcoast Trans- 
mission Company Limited is in agreenent with cer- 
tain of the propositions presented by the City of 
Calgary but that you are not in agreement with those 
propositions advanced by the City as to how the City 
can best be supplied? 

A. That 1s correct, We do not feel 
that the proposal of Mr. Davies for obtaining future 
Supplies of gas are practical. 

Qe Mr, Hetherington, I direct you to 
what I think is Point No. 5, where Mr. Davies states 
that the sweet gas reserves of the province are 
limited and that they should, in general, be reserved 
for Canadian consumption. THEN jell ee OLN Oa bes 
he states that the export of natural gas should be 
based on gas from high hydrogen sulphide content 
reserves. 

Would you give the Commission your thinking 
on that? 

a I believe that it is reasonable to 
reserve sweet gas supplies for Canadian consumption. 


On the one hand, sweet gas is a very valuable supply 


for local requirements here in Alberta, having regard 
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to the nature of the market. It provides an ever- 
ready supply with minimum investment in production 
facilities, and losal consumers are not involved 

in the investment in expensive gas processing 
plants nor in the marketing of plant by-products. 
On the other hand, sweet gas is of little difference 
than sour g23 to an export pipeline which has a 
relatively high load factor market demand and which 
is in a position to invest money in processing 
plants. In fact, sour gas can be more valuable 
than sweet gas in certain instances where the 
by-products can be marketed at a profit. 

By reserving the sweet gas fields for 
local consumption, export markets are not unduly 
penalized by being restricted to the sour gas fields. 

Accordingly, I see nothing wrong with the 
suggestion, in general, that sweet gas reserves 
should be held for Canadian consumption, providing, 
of course, that the producer is not discriminated 
against and obtains a competitive price for his 
product. 

MY PATE: Mr, Chambers, we have 
excellent reporters but they would have to be right 
from Heaven to be able to take it as fast as you 
are’ giving it. 


THE WITNESS: Thank you. 


In negotiations with our United States 


customer companies, we have expressed this particular 
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thought to them and our companies in the United 
States recognize this condition and they are willing 
to consider that the gas supplies available for ex- 
port will come from sour gas sources and they are 
willing to pay the cost of extracting sulphur as 
part of the pice of natural gas if the revenue 
from sulphur does not cover the costs. 

Our agreement with Pacific Northwest 
Pipeline Corporation for the purchase of gas from 
southern Alberta provides that the plants and the 
pipelines will all be lumped together and that we 
will be given a 74 per cent rate of return on the 
overall investment after crediting any revenue 
that we do get from the sale of sulphur. If the 
market for sulphur is favourable, the cost of gas 
would be decreased a little bit, If the market 
is unfavourable, the cost will go up a little bit. 

In our proposal presently before the 
Conservation Board, if we were not able to sell 
any sulphur from the Calgary plant, the cost of all 
of the gas that we propose to sell would be in- 
creased about 23 cents per Mcf or approximately 
10 per cent, 


Now, it is possible that sulphur prices 


will decline further and that the sale of sulphur 
may be slow for a few years. However, it is 


highly improbable that we will not sell any sulphur 


aa from Alberta production and, accordingly, we would 
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not look unfavourably upon the placing of certain 
limitations upon increases in gas price resulting 
from the lack of suiphur sales. 

To my knowledge, Westcoast is the only 
company that is in the position, by virtue of these 
arrangements with its export market, to guarantee 
the operation, on an economic basis, of sulphur 
plants for the production from sour gas fields in 
Alberta. 

MR, CHAMBERS: Q. Mr, Hetherington, I 
would like you to direct your attention, for a moment, 
to Points 2 and 8 in the City's exhibits I have refer- 
red to and which contain these words: 

"All gas fields adjacent to 
"Calgary, or adjacent to the 
"transmission lines of the 
"Canadian Western Natural Gas 
"Company should be dedicated for 
"the future use of southern Alberta 
"consumers of gas" and "present 
"proven reserves of natural gas 
"adjacent to Calgary should not 
"be included in any export permit. 
"Exhaustion of these reserves mean 
"that more new reserves must be 
"found a greater distance from 
"Calgary, with corresponding 
"higher cost to consumers of gas 


"in Calgary and southern Alberta." 
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Would you give us your view as to those 
statements? 

ie I agree with the results that Mr. 
Davies is trying to achieve but I do not agree with 
the proposed method of achieving the same. 

For example, the sour gas in the Cross- 
field formation of the Calgary field, which is under 
contract to Westcoast, is of absolutely no value 
to Calgary without a very expensive processing 
plant, which cannot economically be supported by 
the relatively small and low load factor demand 
of the Calgary market. 

Before W stooast contracted for the East 
Calgary gas, both Jefferson Lake Sulphur Company 
and myself discussed the matter with officials of 
Canadian Western; and Canadian Western, of course, 
declined to purchase the gas for their own use. 
Even after Westcoast had this field under contract, 
the low sulpbur content gas from the Elkton for- 
mation was offered to the gas company as an alter- 
native to their Carbon project. The gas company 
made a thorough analysis and concluded that the 
cost per unit of gas available was about the same 


as the Carbon project and that the Calgary gas 


would meet their requirements for only a few years 


and the cost per Mcf of gas available to them would 


be about the same as the Carbon project. 


So, accordingly, the project was not as 
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is, the East Calgary gas was not as attractive as 
the long range C.rbon project and they turned us 
down. If the Calgary field is reserved for local 
use and is not included in an export permit, it is 
improbable, in my opinion, that this field will 
ever be used. 

Q. Mr. Hetherington, I would like to 
direct your attention to the following statement 
which appears on the transcript at page 706, where 
Mr. Willson, who was Speaking for Canadian Western, 
made this statement. He says: 

"In June of last year we attempted 
"to enter into a contract with 
"Jefferson Lake Sulphur Company 
"for the East Calgary gas but 
"they decided to enter into a 
"contract with Westcoast rather 

lie stv seab) seo 

Now, if you have any knowledge, any first- 
hand knowledge of the facts would you please tell us? 

A. Yes. As previously stated both 
Jefferson Lake and myself had discussions with 
officials of Canadian Western as to whether they 
would contract and be able to use the Calgary field 
gas. Mr. H. W. Manley, Vice-President of 
Jefferson Lake Sulphur Company, talked with Mr. 


atsractive as the long range Carbon project. That 
Bruce Willson and I talked with Mr. Dennis Yorath. 
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These gentlemen told us that they could not use the 
gas for Canadian Western. 

In June of last year,when Jefferson Lake 
and Westcoast were finalizing the contract for the 
purchase of the Calgary field gas, Alberta and 
Southern and the gas company met with Jefferson 
Lake in an attempt to get the contract for Alberta 
and: Southern. When Mr. Willson uses the word "we" 
on transcript page 706, he can only mean Alberta 
and Southern, for certainly the gas company was 
given every prion, opportunity to buy the gas for 
their own use and they turned it down. 

Q. Now, Mr. Hetherington, you have 
said you agree with what Mr. Davies is trying to 
achieve in making gas available from the fields 
in the vicinity of Calgary but you disagree with 
his means for achieving this end, and you have al- 
ready described to the Commission the application 
of Westcoast before the Oil and Gas Conservation 
Board to take gas from southern Alberta. 

Will you now explain to the Commission why 
you think that the Westcoast proposal is better than 
the plan of Mr, Davies and better than the plan of 
Alberta and Southern? 

A. You will recall, from my testimony, 
that Westcoast plans a sour gas gathering system 
from the fields in the vicinity of Calgary and a 


central processing plant to make all of this gas 
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merchantable. Initially Westcoast will sell the 
production from this plant at high load factor in 
its export market and, as the local market requires 
an increase, Westcoast will contract to sell this 
gas for local consumption; and I showed, in my 
presentation, how the future requirements for base 
load gas can be supplied through this proposal of 
Westcoast. 

Under this scheme, all of the gas from 
the fields in the vicinity of Calgary. can economi- 
cally be made available for use by local consumers 
without the need to reserve these fields exclusively 
for local use. I gave evidence and submitted 
€Qa5 Stavemente snowing ..that the, cost,of this.gas 
would be about 18 cents per Mcf, very near Calgary's 
doorstep. 

Now, I have analyzed Mr. Davies! plan as 
set forth on the deliverability table at the back 
of his Exhibit, No. C-/-2, and it is my estimate 
that to obtain an equivalent volume of gas under 
the Davies! plan from the Sarcee-Calgary-Harmattan- 
Elkton-Sundre area would cost in excess of 32 cents 
per Mcef, from those fields which I have named. You 
simply cannot operate expensive pipelines and 
plant facilities at a 30 per cent load factor and 
end up with a reasonable cost. 

Now, the Westcoast plan, as I have said, 


contemplates, and we estimate, from the facilities 
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we propose and the field prices that we have con- 
tracted and proposed, that gas from our system 
would cost about 18 cents. You will hear later 
from Alberta and Southern, and I probably should 
not go into this testimony, but you will find, when 


you look at their figures, that their figure will 
be something in the range of 22 to 25 cents for the 
same service, based on the exhibits that they have 
already filed before the Conservation Board. 

Now, we feel at Westcoast that the pro- 
posal that we have will develop the fields in the 
Vicinivy of Calgary. Our export markets will take 
this gas and permit the development, on an economic 
Deasis, aco Nieh load. factor, As the gas is used 
for Calgary, it will be made available, under con- 
tract by our Alberta company, Westcoast Transmission 
Company (Alberta) Limited under arrangements which 
will be guaranteed by the parent company and, accord- 
ingly, I feel the Westcoast proposal is the best means 


for supplying gas to Calgary on an economic basis. 
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THE CHAIRMAN: Mr. Pattillo? 
ME «x sPATITLLO's Lt would like to call 


Mr. Paul Kayser. 


PAUL KAYSER, previously sworn 


BY MR. PATTILLO: 

Q. Mr. Kayser, you told us yesterday 
that you had been the chief executive officer of 
El Paso since 1928. Was that when the company came 
into being? 

A. Yes, sir, that was when it was or- 
ganized. 

Q. And prior to that time had you been 
in the natural gas business? 

A, Yes, I had participated in the organi- 
zation of another company, but to a much smaller ex- 
tent. 

Q. And looking at the map that you have 
been kind enough to file with your exhibit at the 
back, was the El Paso company's distribution system 
in 1928 from the fields in Texas as far as the take- 
off point of the Southern California Gas Company, or 
how far did it go at. the commencement? 

A. The company was organized in 1928. 

It began construction of a 16-inch line from the 
field at the extreme bottom of the map -- the shaded 


portion which we know as the Permian basin. It 
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Started at a little place called Jal; you will see 
itv in the middle of the map. 

Q. Yes? 

A. It was a 16-inch line, 205 miles to 
Kl Paso, Texas, and that was built and put in opera- 
tion on June 19th, 1929. 

Q. Yes, and in what year did it even- 
tually get across to the line of the Southern Cali- 
fornia Gas Company? 

A. When? 

Q. Yes. 

A. That occurred in 1947. 

Q. And was that the first entry into 
Cadipornie, or had you hooked up with the P.G. & E. 
before that? 

A. NO, 2that was thes first entry. oPThat 
was the contract with the Southern California company, 
and it provided for the delivery of 305 million’ feet 
of gas to a point on the Colorado River where those 
connections are shown in the extreme left hand lower 
cornér.of’ the’ map. 

Q. And in what year did you hook up with 
the BAGyUase Boo 

A. I think that was in 1950. We had 
been negotiating with them in 1948 and 1949, but I 
think the first delivery occurred in 1950, and that 
was at the connection immediately north of the connec- 


tion to the Southern California company,on the 
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Colorado River likewise. 

Q. Now, is El. Paso, like Westcoast 
Transmission, a transmission company only or is it 
also in the producing business? 

A. It is in the producing business as 
well as in the transmission business. 

Q. Does it acquire any gas from inde- 
pendent producers, orcdoes»1t produce alb 1tsrgas? 

A, Rtconly.-produees) aboutelLd -totrl. to 
13 per cent -- I believe 13 per cent is the highest 
amount we have ever produced of our own gas. We 
buy all the rest from independent producers, meaning 
by that those distinguished from producers who own 
pipe.Lines, 

Q. Right. 

A. It includes the so-called majors as 
well as the conventional independent oil producers. 

Q. I am just directing my question to 
the situation that existed before Westcoast Trans- 
mission began delivering any gas into the United 
States. At that stage, cCaling with the gas that you 
were getting from these independent producers, did 
all of the contracts that you had with them contain 
escalation clauses relating to the prices that 
they were to pay? 

A. iiethink ebhat. ichatel socorrect. 

Q. Nowsyelinel 954 pebethink 1% is, when 


Pacific Northwest Pipeline Corporation came into 
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being -- or, was it 1952? 

A. It probably was organized in 1952. 

Q. And did El Paso have any share 
interest in that corporation at the time of its 
corporation? 

oo No Bar. 

Q. Was El Paso's first share interest 
in that company acquired in 1956, when you mention 
that it acquired 99 point something per cent? 

A, Actually, it acquired it, I believe, 
in 1957, but it might have been -~ yes, it was 1957; 
ViathiUusinn, aloo, Goorin Ls correct. Thats the first 
time we owned any stock in the Pacific Northwest 
Corporation. 

Q. Yes, and prior to that time did Pacific 
Northwest own any stock in El Paso? 

Be No. 

Q. Now, there is a gentleman that we 
are probably going to hear something about by the 
name of Fish. What is Mr. Fish's name? 

A, Mat. hay, Cee Pash. 

Q. And where does he live? 

A. He lives in Houston. 

Q. And Mr. Fish had what to do with the 
original incorporation of Pacific Northwest? 

A. He was the leading spirit, you might 


say, in the development of that company. 


aa Q. Right. Now, it was the Pacific North- 
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west Company, was it, that opposed the application 
of Westcoast Transmission Inc. before the F.P.C.? 

A, Well, I-was not a part of that pro- 
ceeding, but it is my understanding, not from in- 
vestigation or personal knowledge, that that is 
COPrrecy. 

Q. Well, can you tell me this: If it 
were not for the gas that Pacific Northwest ‘obtained 
from Westcoast Transmission--from your knowledge of 
the operations of Pacific Northwest, how long did 
the other supplies which it had under contract when 
you came into Pacific Northwest -- how long would 
those supplies permit the operation to continue, 
approximately? 

A. Well, I think those supplies, as 
subsequent drilling has shown, will run for a 20- 
year period. 

Q. For their full operations, and they 
will be able to meet all the. demands of their 
take-off distributors? 

AN mes ,. Diubt oe wlll be’ aitieht Tienes, 
Now, I would like to modify that to this extent, 
that I think, as’ I testified yesterday, that the 
area served by Pacific Northwest is going to ex- 
perience a very rapid and substantial growth, and 
I would not be willing to say that I think the points 


connecting the areas in the United States to those 


az markets would be sufficient over a 20-year period 
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to supply their growth. I think that calculations 
would show today that the present deliveries, even 
for a 5-year period, might be supplied from those 
areas, but, as I say, it would be a tight proposi- 
praie) @ ye 

Q. And at the time that the F.P.C. pre- 
ferred the application of Pacific Northwest from 


your knowledge as the present chief executive offi- 
cer that company did not then have private reserves 
thet aouldivermit itetocsupply),its customers .for.a 
period of more, than, 3. to™5.years, did 1t? 

A. Nosh. would net say thac.galhe Federal 
Power Commission conducted extensive hearings on 
the granting of that certificate, and granted the 
certificate after a great volume of evidence. AS 
i sa.0, | Was nowlarparty to that proceeding, but 
T know a substantial amount about it, and I am 
sure -- I would like to add this -- I em sure that 
the potential of the Rocky Mountain area was taken 
into account along with the proven reserves as the 
basis offeranting that certificate by the Federal 
Power Commission. 

Q. Now, I will deal with that, perhaps, 
with Mr. McDonald, who may be more familiar with 
it because of his association with it at that time. 
Now, in 1954 after the F.P.C. had preferred the 
American Pacific Northwest Corporation to Westcoast 


Transmission Inc. an agreement was entered into 
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between Westcoast Transmission Company and Pacific 
Northwest. Do ‘you know, as the chief executive 
officer of Pacific Northwest, whether it was at 
that time that Pacific Northwest got a share inter- 
est in Westcoast Transmission? 

A, Yee, sir, “mat Is ‘correct; 

Q. And do you know what they paid for 
it per share? 

A, I do not know for sure, but they paid 
the initial price that others paid upon the organi- 
zation of the company. That is my understanding. 

Q. Right. Now, do you know whether or 
not Mr. Fish got any shares in Westcoast Transmis- 
Sion at that time? 

A. £ ao roy think he did. 

Q. DIG HiwPsso? 

A. No. 

Q. Did you? 

A. No. 


Q. Does El Paso own any shares in West- 


coast Transmission today? 
A. Yes. 
Q. When were they acquired? 


A. They were acquired at the last part 


of last year -- I believe in November; possibly, 
October -- from Pacific Northwest. 

Q. From Pacific Northwest? 

A. Yes. 


ayy “Sy ae By 


wig il scart “estou tienen >) Levee ead sents suit 
(co wedaie dest Jameel sau: ob eae 
raseten af dae ie ey 4h 
. 
| Toa wet Yee CGRP uoeeeb bake sDX 
| fenadenteq. Tf 
| hei: yoke sie at wom tonceb Eee 
. teret rhrps Shs’ 2oing Lesaied, Ory 
| . bei tee 4 poo: ant Jo nbidas 
GO Oe | Ge 
| me imeni naveke oie dos hele a gon: 
9 Samed sock 1658 
” Y ; 
' t Seite gon.6pe A 
| | 
4 aes a nic ais 
if uA 
nktee BIL = 
| sag ovt % re | 
i 
} : . - 
| saan i *eié une cap ott Ehresady oe ; 
itpebot ua leeimeqne?: J RAOD 
™ . 
iy RQ) a se 
| ; iy iu 
‘on ot ig add stow ceria oe oe 
py ys ries eet. a 


Fans” 


i i vtrte weg 


-—. 
ae Ca ‘eee be ach ioesean er 
rn a at 


ity we _Jpowieiny Sebo so: 902X108 


it te Cesky tes 
_ 


: Heeiger eager e hl ae ES 


J 


Ceaaynaion oPreaed | : ‘ 
Ls _ 


Ls 5," epee Ce a a , a - 
a data aek ee ih * 
a) aes Ap Gis ; oy ¥ 
ie 


ey ae 
peerryiee. 


<) 
ee . 
a4 
an 


< 


. a4) 
est a le 


ANGUS, STONEHOUSE & CO, LTD. Kayser as 
TORONTO, ONTARIO 


Q. So that the original holding of 
Pacific Northwest is now transferred over to El 
Paso? 

A. No, only a small number of shares. 
The exact number I do not remember. 

Q. Right. Now, when did El Paso first 
acquire any gas holdings in Canada? 

A. About three years ago. I think that 
1 Snaccumate. 

Q. And in what area? In the Peace River 
area? 

A. In the Peace River area at that time. 
We have subsequently taken some farm-outs along with 
other associates in Alberta, and we are drilling a 
couple of wells in Alberta now. 

Q. In the south part of Alberta? 


A, Yes, ein. 
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OQ. In connection with Westcoast Trans- 
mission brief on the top of page 33 -- ? 
A. VSS a Sled 


Q. It is stated that Northwest has 
four contracts for the purchase of natural gas 
with producers in British Columbia? 

A. pe ees oer 

Q. And the first and most substantial 
one gs Pacuic, Petroleums. Limited. , Has El. Paso. any 


share interest in Pacific Petroleums Limited? 


A. NG ells 

Q. Has Pacific Northwest? 

A, Pneppacat ic. Petrolevums Jamited .. no. 
Q. Have you? 

fi No. 

Q. In Phillips Petroleum Company, have 


you any share interest in that company? 
A, No. 


Gh. Has in Paso ? 


Q. Has Pacific Northwest? 

A. E donor snow, ) oh do not ythink so. 

Q. Theo Loiwige Of abe White AS UM, 
Liovdwet pad. jets el al Bl Paso? 

A. Blea a no: out States, O11 Com- 
pany which is a wholly-owned subsidiary of Western 
Natural Gas; Western Natural Gas is an associated 


company of El Paso. I own substantial stock in 
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Western Natural Gas and El Paso owns substantial 
stock in Western Natural Gas and I am the chief 
executive officer of Western Natural Gas and the 
two companies together own a substantial part of the 
Blueberry permit. I am mistaken about that, 
El Paso does not own any interest in the Blueberry 
but Western does and I believe it is in the range 
of 20-21 per cent and it is part of the assoctates 
of J. B. White, Bl Paso owns a half interest in 
the Gundy Creek operation and is a party to the con- 
tract that is shown there for five million with 
Westcoast. 

ae May I put it this way: looking at 
these four producers in British Columbia, so far as 
you know the only ones that would be independent of 
Westcoast Transmission, El Paso or Pacific Northwest 
would be Phillips Petroleum Company and J. B. White 


ann. A, M; Lioyd? 


A. Would be independent of Westcoast? 

Q. OPiwesteoast, Biv Pasco or Paci tic 
Northwest? 

A, Well, let me state it this vy: 


as far as I am concerned, I regard Western as inde- 
pendent of Westcoast. 
Q. Well, Western, as I just understood 
it from you, was controlled by El Paso and yourself? 
A. That is correct but I want to state 


this now: Westcoast is independent of El Paso and 
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Kl Paso is independent of Westcoast. 

Q. That is something we are trying to 
pry into, Mr. Kayser. 

A. I am willing to address myself 
exactly to that. 

Q. Would you just look down at the 
bottom of page 33? 

A, Me OLE ¢ 

Q. This is where the five contracts 
that West Coast (Alberta) has for the purchase of 
natural gas with producers in Alberta. Again, 
we have Pacific Petroleum and then Pacific Petroleum 
and Westcoast Production Company Limited, then we 
have Imperial Oil Limited, Pathfinder Petroleums 
Limited. Do you know anything about Pathfinder 
Petroleums Limited? 

A. No, except that I understand it is 


an independent company operating in Canada. 


Q. You do not know anything about --- 

A. I am not familiar with their in- 
ternal organization. 

Q. El Paso has not any share interest 
arin as  ey 

Ae None whatsoever; I would like to 
go back and say, at the time those contracts were 
executed, at the top and bottom of the page, El 
Paso had no interest in Pacific Northwest and, 


consequently, no interest in Westcoast. 
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Q. I appreciate what you have said, Mr, 
Kayser, and I will give you lots of opportunity to 
explain anything later and it just throws my continuity 
of thought. 

ne air Sorry . 

Q. Now, since the contract with Pacific 
Northwest, up to the present time, what acreage has 


been acquired by either Pacific Northwest or El Paso 


in the Peace River district? Can you give us that, 
approximately? 
A. Yes, Pacific Northwest does not 


own anything in the Peace River district; El Paso and 
Western, since the acquisition of the stock of Pacific 
Northwest by El Paso -- is that the question? 

Q. No, I am saying since 1954, since 
the tcontract. 

A. Well, El Paso and Western have 
acquired, since 1954, substantial acreage in the 
Peace River district by farm-outs and by -- prin- 
cipally by Harm-outs, DL believe. 

Q. And have attempts been made to pur- 
chase from producers who have made discoveries of 
gas in the ground? 

A. Yes, I have negotiated, actively, 
for the purchase of gas in the ground in the Peace 
River area, 

Q. And is the reason for that, Mr.Kayser, 


so that the supplies of Westcoast Transmission 
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Company in the future would be assured without there 
having to be any increase in the price paid to the 
producers under the favoured nation clause? 

A. The reason for it was the desire on 
the part of El Paso to develop and own the largest 
amount of reserves, particularly those that could be 
reserved at a substantial distance down the future, 
tO supply its markets, Now, so far as influencing 
price, I would not want to say we had that idea at 
all in the acquisition of these reserves. 

OF Will you agree with me it could 
have that result? 

A. The ownership of those reserves of 
Ea Faso? 

Q. The acquisition of gas in the ground 
in quantities to have the result the supplies needed 
by Westcoast Transmission would be made available 
without any increase in price to the producers under 
the favoured nation clause? 

A. I am going to answer that in part 
form: We recognize, if you are going to get the 
volumes of gas that are needed for your operation, 
you are going to have to pay an increasing price. We 
did not carry out any of our transactions on the basis 
of trying to influence price, Our main object is 
to acquire ee NS particularly those that can be 
useful in the future as the flush production may have 


been taken off from those fields that are now 
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producing. I do not know that the acquisition of 
those reserves would have any influence upon the 
price that Westcoast would acquire gas in the Peace 
River area, 

Q. Now just let me go back again, Mr, 
Kayser, and see if we can get this thing straighten- 
ed out. YOu are quite familiar with what I call 
the favoured nation clause in producers! contracts? 

we Yes, sir, 

Q. Do you agree with me that if people 
buy gas in the ground that does not affect the 
favoured nation clause between producers? 

A. t think that is correct, 

Q. And do you agree with me that if 
PabrasoO could acquire enough gas by buying it in 
the ground and then it chose, later, to sell to 
Westcoast Transmission for delivery in its own 
Systems, the gas, at prices presently prevailing 
with the independent producers, then there would 
be no change whatever in the favoured nation 


clause and the independent producer would not get 


more? 

A. That could result. 

Q. That is all I want to know, thank 
you. 

A, t would like to qualify it a 


little bit. 


Q. All right, go right ahead; I am 
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A, Only to the extent of the gas 
actually owned by El Paso. All of its associates 
would have a right not to deliver, El Paso has not 
even had an opportunity to acquire any gas in Canada 
and very little that I know anything about over the 
independent system except in connection with 
associates. 

Q. Wouhe this (be faiz so. fartacthia 
Western Company is concerned of which you spoke: 
your anc ini Paso: have sufficient shareholdings to 
be able to vote your shares requiring it to do 


whatever you see fit? 


A. Nop csi. 
OQ) You have not got that? 
A. You bet your life we do not have 


that because where you have one share outstanding 
that share can take you into the court house and 
make you pay a price that is commensurate with what 
should be paid, otherwise --- 
Q. Welb, we wilbmotieet into the law. 
What is the share of El Paso and yourself in Western? 
A, Dechink sit (bewcO per cénts thestwo 


of us together in the range of 30 per cent, 


Q. I assume you are on the board? 
A. Yes. 
Q. And are the other representatives 


from El Paso? 
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A. I think -- the majority of the board 
28, n0t from El Paso. I believe there are three, 
Q. Do you agree with me that in consider- 


ing the advisability of export of natural resources 
such as natural gas from Canada to another country, 
one of the first things that should be determined 
is whether there are sufficient of those reserves to 
supply Canadian needs? 

A. I have no misgiving on that and no 
reservations about that whatever. 2 VO at 43 
absolutely necessary. 

Q. And do you agree with me that in 
exporting that surplus, whatever it May pes ee ws 
also most desirable to see that the best price as 
obtained that it is possible to obtain, in fairness 
to the Canadian who is disposing of the asset? 

A. Mere 19 no question abou. that, 
It belongs to you and you should sell it at a price 
that is satisfactory to you. 

Q. moent. Now, do you know of any 
gas contract in the United States similar to the 
contract between Westcoast Transmission and Pacific 
Northwest where there is an escalation clause for 
the whole 20-year lifetime of the contract? 

A. Yes, sir; there are a number of 


contracts like that. 
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Q. There are a number of contracts like 
that? 

A. Tee. 

Q. Negotiated in recent years? 

AS NO, Sir. 

Q. Let us put it this way: do you know 


of any contract since 1954, since January 1st, 1954, 
negotiated for the delivery of natural gas by com- 
panies such as Westcoast Transmission that do not 
contain an escalation clause? 

Ay Peaoenou, 

Qa. Now, I am reading from page 9 of the 
prospectus of Westcoast Transmission Company Limited, 
dated September 11, 1957, and I would like you, Mr. 
Kayser, to explain, if you would, this statement: 

"The company .. ." <= 
that is Westcoast. Have you got it so you can follow 
ioe It is September 11, 1957, page 9, towards 
the bottom of the page, about seven lines from the 
bottom, 

PSReccOmpaAny we sla == 
that is Westcoast Transmission. 

mw. . ». understands that the gas 
"which Pacific Northwest will pur- 
"chase from it will be sold by 
"Pacific Northwest to El Paso and 


"other customers on Pacific North- 


"west pipeline system and that, 


ees naar 
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"under the arrangement with El Paso, 
"the gas purchased by El Paso will 
"pe immediately re-delivered at the 
"point of delivery near the inter- 
"national border to Pacifie North- 
"west in exchange for a like amount 
"to be delivered to El Paso at a 
Mpoint. in Colorado," 

Now, do I read that correctly, in thinking 
that the first step after Pacific Northwest gets this 
gas is that it sells part of it to El Paso? 

A, Yes, sir. 

Q. The second step is that El Paso 


Sells back that amount to Pacific Northwest? 


AS NO. 281375 
Q. That is what it says, doesn't it? 
A. No. We deliver back to them in 


exchange for a like delivery at the point in Colorado. 

Q. Werte inde thate ay bore die Cul b 
to follow and would you please explain the Signifi- 
cance of that and why it is done that way? 

A. Well, the reason for doing it was 
that the Pacific Northwest and El Paso had connec- 
tions in the Ignacio field in Colorado and the San 
Juan basin, because we were both taking gas out of 
that basin. 

Now, we wanted to buy Canadian gas and it 


was necessary for El Paso to buy part of the gas 
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that Pacific Northwest was to buy from Canada in 
order that Pacific Northwest be able to take the 
large quantity that they did, namely, 300 million, 
and, inorder’ to effectuate it on the basis of an ex- 
change of gas, we bought the gas at the border and 
exchanged it with Pacific Northwest for a like quan- 
tity in the San Juan basin. 

We discussed the matter with the Federal 
Power Commission at the time that we made such 
arrangement and that arrangement was considered to 
be in line with other practices in the Federal Power 
Commission. 

Q. Well, now, Mr, Kayser, I assume 
that Pacific Northwest requires so much gas a day 
and per year to supply its customers and it really 
is not concerned from which source it gets it, is 
ar 

A. Yes, because the prices paid Tor 
Canadian gas was greater than the price paid for the 


San Juan basin, 


Q. It is better? 
A. Greater. 
Q. Sovaig ite could buy more gas from the 


San Juan basin and you would take some of the Canadian 
gas--if you could not get the quantities from the San 
Juan basin you would have to use as a supplement -- 

it would result in a levelling off of the prices 


both of you were paying, is that it? 
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A, It would help them in the purchase 
of Canadian gas, That was the purpose of it. 
Q. I see, Now, is there any escala- 


tion clause in the contract between you and Pacific 
Northwest regarding the prices to be paid for this 


Canadian gas? 


A. Loon Eoin Tiere 16. 

Qe Do you know? 

A. I am quite sure that, as to that 
contract, there is none. Under the Federal Power 


Commission regulations, however, if the price of 
that gas increased at the border, we would be re- 
quired to pay the increased price. 

Q. Now, where is this gas that is 
being supplied to Pacific Northwest by Westcoast 
Transmission. being used? 

A. Physically, it is being delivered 
to the customers in Washington and Oregon. 

Q. I would like you to look at tne 
Westcoast Transmission brief, page 47, commencing 
at the last paragraph: 

"after extended negotiations with 
"the distributing companies in 
"California, and later with the 
"officials of the El Paso (the 
"supplier of gas to the California 
"Gag Companies), and the officials 


"of Pacifie Northwest, it was 
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"determined that the economic value of 
"Canadian gas delivered at San Francisco 
"was approximately 34¢ per Mef on the 
"pasis of a 90% load factor. This value 
"was established in San Francisco by the 
"delivered cost of gas at San Francisco 
"from Texas and Arizona and the competi- 
"tive value of Bunker fuel oil available 
"for industrial purposes in the San 
"Francisco Bay area. 

“Since the demand for gas which 
"created the market for Canadian gas was 
"in the State of California the price of 
"gas exported from Canada necessarily 
"veflected the cost of moving the gas from 
"the international border through the 
"facilities of Pacific Northwest plus 
"the cost of moving the gas from a point 
"on the Pacific Northwest pipeline near 
"Boise, Idaho, through a proposed pipeline 
"to be built by El Paso from Boise, Idaho, 
"bo, tie vicinity of San Francisco. The 
"charge established for the use of the 


"facilities of Pacifie Northwest was 3c 


"per Mef, The cost of delivering the 
"gas from Boise, Idaho, to a Dounce lt 
"the vicinity of San Francisco was 


“estimated at 9c per Mcf. As a result, 
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"since the competitive value of gas 
"transmitted from Texas and Arizona 
"fields to San Francisco was 34c¢ per Mef, 
“the net value of Canadian gas at the 
‘international border was 34te less ees 
"namely, 22c per Mcf," 

Now, “20 if Gorrect, 1s 10 not~, that there 


is no pipeline communication from Boise to San 


Francisco? 
1 We That is correct, but at the time --- 
Q. Now, just let me --- 
A. All right, go ahead. Excuse me, 
Qe It is correct that none of the 


Canadian gas is going to San Francisco, specifically 
going to San Francisco? 

A. NGO wie, Glau 16 COrrecn, Ea not 
THAME That LG is. At the present time I am sure that 
DUS not, 

Q. Now, if 34 cents is the laid-down 
price at San Francisco of Texas gas, if you wanted 
to find out the laid-down price of the Texas gas 
at the Canadian border you would add 12 cents 
rather than taking off 12 cents, wouldn't you? 

A. Add it to what? 

a. To the 34 cents. iT ie cosh Le 


cents to bring it to the border in one way, it must 


cost 12 cents to get it the other way. 


That does not necessarily follow, 
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Mr Patti LiLo. 

Q. Will you show me where my mathe- 
matics are wrong? 

A Lemus take, ic, first, .on the 
basis of physical delivery. If you take gas in at 
the border --- 

Q. Let us talk about the Texas gas 
first, because that is what I want to get first, 
the physical delivery of Texas gas up to the border, 
rvucht ap cto the Canadian border. 

A. Well, now, look, excuse me for 
saying so, but there is no basis for making that 


calculation at all. 

Q. Well, you made it for the price 
in San Francisco of 34 cents and you knew no 
Canadian gas was going to go into San Francisco. 

A, Well --- 

Q. Isn't that so? 

he Yes, I know; but it doesn't have 
the result that you are driving at. IT want to 
give you the practical side of it. 

Q. Souci Walia. Sno soo: Bey 
pretend to be an expert in the gas business. 

Would it cost more to put Texas gas at 
the Canadian border than to San Francisco? 

ue It certainly would. 

Qe Pdi en, Now, if we are talking 


about competition of gas with Canadian gas at the 
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border, can you tell me how in the name of heavens 
you talk about San Francisco? 

Be Well, if I may be permitted to tell 
you what the economic facts are that we are driving 
at, the market at San Francisco and otherwise in 
California was a market to be supplied with gas 
from many sources, Now, if the Canadian gas is to 
come into that market,it must come in on a basis 
comparable to the other sources; that is, comparable 
in price to the price that would have to be charged 
if you brought the gas in from other sources. 

Consequently, that was a problem that we 
had to deal with. 

Now, frankly, if you will let me just give 
you these thoughts, if you took the cost of sales 
from the border at Sumas, or Huntingdon, as you 
put it, on your side, and move that gas, physically, 
to San Francisco, there was no way to do it when 
you had to bring it from the Peace River down to 
the border; no way to do that and charge the full 
cost of sales from the Peace River to San Francisco 
and arrive at any price where you could use that gas 
in the San Francisco market versus gas that could 
be delivered from Texas, New Mexico and Colorado. 

Consequently, we conceived the idea that 
it would be fair, because we considered it neces- 
sary to have some excess to the reserves of Canada 


to support the market in the Pacific Northwest as 
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well as the other markets on the west coast -- we 
conceived the idea of an exchange, in which we 
would get Pacific Northwest (and they did agree 

to it) to take the gas at the Canadian border, let 
us pay the full price at the Canadian border and 
they get a simple 3-cent exchange in addition, and 
deliver that gas to us at this point where we would 
take it, near Boise, and then we were to build a 
pipeline from that point over to the border of 
California and make delivery. 

Now, in that way we did arrive at a price 
which we considered, under all the circumstances, 
should be satisfactory from the standpoint of the 
market; not that it met the price exactly, because 
it does not, and it does not now in our proposals; 
WUtei& Came close enough to it to justify the re- 
moval of the gas. 

Now, this means taking the 22 cents plus 
the 3 cents, plus the cost of transporting it 
through a new pipeline from Boise to the market of 
9 cents. That total of 34 cents delivered to 
California was sufficiently competitive to justify 
presenting the proposition to the Federal Power 
Commission. 

Q. Letsme put this to you: If the 
California market is screaming for gas, as I under- 
stood you to say yesterday, and all the gas that you 


can get would be taken up by that market at a price 
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of 34 cents, nobody would be sending gas on up into 
the markets of Washington and Oregon unless they 
were getting a higher price than 34 cents, would 
they? 

tie Well, aotually, this 34 cents that 
is now spoken of is the price structure that was 
worked out at the time when El Paso was going to 
buy 250 million of the 300 million that was to be 
imported and we were to make the exchange with 
Pacific Northwest at the point near Boise and build 


a pipeline from that point to San Francisco. 
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Q. Then, the price was really determined 
on something that never happened? 

A. That is correct. 

Q. And it has got about as much relation 
to the real factual situation as the price’ or miLik 
in Texas? 

A. Yes, but it was against the people 
that did it rather than in favour. 

Q. Mr. Kayser, if that is so why are 
you now prepared to say 26¢ at the Canadian border 
for gas? 

A. Because conditions have changed 
very substantially since that time. 

Q. And, I think, making it very appar- 
ent that a contract without an escalation clause 
in it is not a very provident one? 

A. If you will let me comment on that, 
I will appreciate it. 

Q. Certainly. 

A. That contract was the basis of the 
completing of the line from the Peace River. 

Q. I accept that pis 

MR. FRAWLEY: I did not hear that answer. 


MR. PATTILLO: IT accept that. He said 


it was the basis of the completing of the line from 


Peace River. 
THE WITNESS: Now, the completing of 


that line and the taking of the gas at the border 
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at that price, and moving it down to San Francisco, 
was not an easy thing to do. 

Mites PAULL! Q. iI guess it wasn't; 
youl newer did it. 

A, That is right. That is exactly cor- 
rect. It is illustrated perfectly by that. We 
did, however -- I would like to explain that, and 
I hope you feel that I am not being fractious or 
antagonistic. 

Q. NO; weend.. hope you.do not, think I am, 
eLthe i. 

A. I hope you have the same thinking 
about me. We were prevented from thinking that be- 
cause Pacific Gas & Electric Company had other plans, 
but that comes under their business. Bug. £n 
Spite of that fact we agreed to take 100 million of 
300 million and absorb it into our system by taking 
it into our system down at Ignacio, and that made 
it possible for Pacific Northwest to go forward and 
take the full 300 million, and our subsequent ac- 
tion in acquiring Pacific Northwest has made it 
possible for the further marketing of gas through 
that outlet so that today, now -- you said it was 
a thing that was never done -- we are actually tak- 
ing 100 million of that 300 million by exchange 
down at Ignacio down in Colorado, and it is now 


flowing to the California market through our lower 


connections. 
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Q. Physically? 

A. Physically -- now, let us understand 
this. Physically it will not flew; but economically 
it is flowing. 

Q. Yes, because of the way you explained 
it a few minutes ago? 

A. Yes, because we made it possible, By 
taking that gas we made it possible for the West-— 
coast Transmission line to be built and for the gas 
to move across the border, and we did it deliber- 
ately at all times because we regarded it as essen- 
tial to the soundness of the service of the whole 
area, and we still so regard it. 

Meee ATTEELO: I think this might be a 
g00d point at which to recess, Mr. Chairman, 

THE CHAIRMAN: We will have a ten-minute 


break, gentlemen. 


---A short recess. 


THE CHAIRMAN: Gentlemen, we will now re- 
Sume the hearing. Mr. Pattillo? 

Mi. PATEL EO: Thank you, Mr. Chairman. 

Q. Mr. Kayser, if we can still deal for 


a moment with this 34-cent and 22-cent business, 


would you please look at your map at the back of 
your submission? 
A. Mes pes iv 


Q. I would like to understand two things 
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clearly. At the present time is there any gas 
coming from the south for the purpose of serving 
Washington and Oregon over the lines of Pacific 
Northwest? 

A, Me Screen: 

Q. But there is no gas going south from 
-- there is no gas going south over those lines? 

A. No, sir. The gas at présent is’ flow- 
ing north up to a point because there is some 200 
million -- between 200 and 250 million -- coming down 
from Sumas on the border. 

Q. Yes? 

A. Now, that flow downward at some point 
meets the flow upward, the exact point I am not at 
this moment prepared to say. 

Q. And you would agree that if it were 
not for this El Paso arrangement whereby it takes 
100 million at the border and then exchanges it with 
Pacific Northwest your El Paso arrangement would 
have to be flowing a further 100 million north to 
service the Washington-Oregon area? 

A. I do not quite understand that 
question. 

Q. Let me put it again, and I will try 
to make it clearer. At the present time at the bor- 
der, as I understood it this morning, part of the 
gas purchased is for the account of El Paso and part 


is for the account of Pacific Northwest. Then, 
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Subsequently, an exchange is made between Pacific 
Northwest and El Paso so that El Paso delivers or 
hands over what it bought from Canada to Pacific 
Northwest, and Pacific Northwest hands over what 
it has purchased down in around the San Juan basin 
in an equivalent quantity? 

BWA YOS aust. 

Q. What I was suggesting to you was if 
it was not for that exchange there would have to be 
a further additional amount flowing north through the 
line of Pacific Northwest? 

A. If we physically took the 100 million 
at the border --- 

Q. Yes? 

A. —“——_ nd Carried it,on Pacific North— 
west would have to flow 100 million from the San 
Juan basin up their line to take the place of that 
which we pulled off at that point. 

Q. So that that exchange results in a 
Saving of transmission costs for both companies? 

A. Mee... 

Q. And results in El Paso having another 
100 million a day available for the California mar- 
ket? 

A. Yes, Sir, that is what it does. 

Q. And enables that 100 million, I 
Suppose, to be sold to the Edison Electric for burn- 


ing fuel? 
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A, No,eeb ab NOL involved in that. 

Q. It is not involved in that? 

Re Noy gor, 

Q. Now, what does this 22-cent price as 


referred to in the contract December lith, 1954 at 
pagers, “ALticice Ve =— 
"1. Price Schedule: Subject to the 
"adjustments hereinafter provided for, the 
"Seller agrees to sell and deliver and the 
"Buyer agrees to accept and pay for all 
"sas delivered by the Seller to the Buyer 
"under the contract demand provisions 
Wnereortprierito| Jenuary first, 1959, at 
"demand and commodity rates which on a 
"90% load factor will result in a price 
"of twenty-two and one-quarter (22 1/4¢) 
"cents per Mcf and on and after January 
"first, 1959,at demand and commodity 
"rates which on a 90% load factor will 
"result in a price of twenty-two (22¢) 
"cents per Mcf. au 
Now, what does that 22¢ amount to so far as demand 
Drice and Comnogity price are concerned ito give 
that combination price? 
A. Pedon't ‘know, 
Q. You do not know? 
A. No, I do not know. 


Q. I assume Mr. Hetherington will be 
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able to work that out? 

A. The tariff will speak for itself 
on that. I do not pretend to carry in my mind the 
tariff provisions on demand and commodity --- 

Q. Do you agree with me on this, Mr. 
Kayser, that where you have the right to say where 
Poo WiEenoo cake SOimillion in any year that 1% 
is not really a 90 per cent load factor? 

A. Well, are you referring to the right 
[WeulveecOnLract to delay 50 million of 26 until 1 sa 
given time ~-- until 1960, I believe? 

Q. No, I am referring -- just one moment 
White L Tind exactly what LE ---+ 

A, Wayoe | Can clear 1% up this way, Mrs 
Pattillo. The contract provides for a demand and 
ommodity rate, but it is necessary for the company 
to take or pay for 90 per cent -- a 90 per cent load 
factor -- under that demand and commodity rate 
at such a rate as will produce 22¢ as the amount 
paid for the gas. 

Q. Well, this is what I am getting at; 
TV Leon page f Of che contract: 

"i. Contract Demand, The Buyer agrees 

"to take and purchase from the Seller, 

Nand Seller agrees to sell and deliver 

"to the Buyer Three hundred thousand Mcf 
"of natural gas per day at the rate of 


"delivery hereinafter specified: 
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"(a) prior to February First, 1958, pro- 
"viding Buyer's and Seller's facilities 
"required to deliver and receive the gas 
"are completed, 200,000 Mcf per day, 
"(o) For one year commencing January First, 
"1958" 
that is, this present year -- 
7250 ,O00) 
and then under (d): 
"Buyer shall have the right upon Sixty (60) 
"days! written notice to decrease the above 
"quantities by 50,000 Mcf per day until 
"January First, 1960, but not thereafter..." 
Now, that is what I am getting at right there. 
A. Yes, that is what I thought you were 
Tolsine apour. | Thavis correct. That is simply a 
negotiated part of the contract to relieve the bur- 
den on the purchaser of the necessity of taking that 
fae soOwweueru.) [00 mil litonzlin the year 1959. be- 
cause of the fact that gas was simply being intro- 
duced into the territory of Northwest, and there 
was fear that the market would not be developed fast 
enough to take that additional quantity of gas. 
Q. Doesety nots amount to. what 1 said, 
that you --- 
A, No, 1G does, not. 
Q. --=- that you can still have your price 


without your load factor? 
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A. No; as to the quantity you took you 
had to take 1t at the load factor to get the 
price. 

Q. Yes? 

A. BUL Just as for the’ year 1958 we will 
only require to take 250 million a day, so by 60 
days' notice we could continue that 250 million a 
day for the year 1959, but not after the year 1959, 
you see, -~- you cut it off at the year 1960 -- but 
during that year 1958 and during that year 1959 
you had to take at a 90 per cent load factor in 
order to get the 2e-cent price. 

Q. But you can adjust the figure on 
which the load factor is calculated; is that right? 

A, That is exactly correct. The obliga- 
tion was only to take 250 million for the year, 1959. 

Q. Now, I assume that you are familiar 
with the contracts that have been made by Westcoast 
Transmission with the B.C. Electric Company and 
with the Inland Company? 

A. Not in great detail, no. 

Q. You are aware that the prices being 
paid by those companies for gas are substantially 
more than the price that is being paid by Pacific 
Northwest? 

A. Yes, sir, I am aware that they are 


more, but the exact amount I am not aware of. 


——_—____ Q. Now, in your experience in the gas 
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business have you ever seen in producers! contracts 
entered into with the transmission company since 
1952 anything equivalent to the penalty provisions 
that apply to volumes in the producers! contracts 
between Westcoast and the producers? 

A, I am not familiar with the penalty, 
Mr. Pattillo. 

Q. Weld ,tchne wprice, acl sunderstand it, 
is a 10-cent base with an escalation going up to 
a 12 1/2-cent base. 

ue That is right; I remember that. 

Q. leGws stop there. That, over a 20- 
Year ver, fis auveryvesmall escalation, 1s it not? 

A. Yes, aS things go at present where 
the development has gone as far as it has today. 
Understand now, that in the early days of marketing 
gas in the United States we bought gas under con- 
tracts -- that is, we did not; the El Paso ComPany 
did not, but other companies did, with which we are 
familiar -- for the life of the lease at one and 
two cents. 

Q. I have not any doubt. 

A. Yes. I am merely mentioning that 
to show that in the development period of any area 
LL eeneueCULTOL Line in the first contracts that 
get the thing started to be contracts that are much 
less favourable than those that are later executed. 


Q. Let us just get at this, now. Since 
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January first, 1954, do you know of any producers! 
contracts anywhere except these up in the Peace 
River district where an escalation clause is 
limited to 2 1/2¢ over a 20-year period? 

A. I cannot say that I do know of any 
in the United States exactly on that basis. 

Q. No. What is the normal escalation 
that is in the present-day contracts in the United 


States? 


A. We have generally provided for a 1¢ 
increase each 5 years. 

Q. Yes? 

A, We have not, to my knowledge, provided 


for a greater increase than that. 
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Q. Now, under the wesent producers! 
contracts up’ there, you are aware that until the 
volume reaches a certain figure for the line, the 
prices paid to the producer are reduced from this 
1O-cent basis and can be as low as 6 cents? 

A. That is right, I am familiar with 
that. 

Q. Have you ever seen such a thing 
as that in any recent contracts with producers in 


the States? 


A. Can I make an explanation of that? 
Q. pase 
A. That was a reasonable provision 


to make possible the building of this pipeline 
because you cannot get $200 million together unless 
you can show the economics that will support it. 
Now, in the beginning of the plans of this pipe- 
line, it was not in the cause; the market had to 

be developed for them to start out without their 
Pull -capacity in use. This was a reasonable, to 
my notion, provision for the producer in order to 
have a market at all to help carry the project 
during its initial stages, 

Now I am not saying that capriciously 
because, actually, the subsidiary of the Gulf 
States, I mean of the Western Natural Gas Company, 
analysed that contract and did not like it any 


better than you do, but we signed it because we 
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thought that provision was not unreasonable and 
represented a contribution toward the making pos- 
sible of a market for the gas and we expect to find 
substantial amounts more and hope to get an advantage 
out of it in the future. 

Q. What you are saying, Mr. Kayser, is 
this: if you are going to start one of these projects, 
such as Westcoast Transmission, everybody concerned 
must contribute to it; the producer, the transmission 
people and the buyer? 

A. That is what I think. 

Q. The only thing is, I see that the 
producer has contributed, apparently the Transmission 
has contributed but I cannot find the contribution 
of the buyer, 

A, i ¢an explain that to you. The 
gas that we run in from Canada and deliver to © li- 
fornia Gas, the El Paso Company, at the time we made 
those contracts spends more for the gas that we 
would get from Texas and we would deliver to the 
California Oil. 

Q. io tiie eas Ja ysovexpensive, iwi lt 
you tell us why your company, El Paso, in their brief 
is interested in acquiring in 1957 this Pacific 
Northwest system? 

A, Only on a long-range view. With 
regard to the potential reserves, Canada has the 
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production of gas and we can consider that the 
service to the whole coastal area and, in fact, the 
western part of the United States properly should be 
connected to that potential so as to be able to get 
the advantage of buying whatever surplus amount 
Canada is willing to export whether you have to pay 
Monet OTT teanitie lly. -or not, 

Q. Now, if that is your thinking, then 
looking at it on a long-term, do you not think it 
would be fair, having regard to what is going to 
develop, in your mind, in Canada and the potentials 
of your market, do you not think it would be fair 
that you have an escalation clause in your purchase 


contract right now? 


A. Well, if did not negotiate that 
contract. 

Q. Il appreciate that. 

A. And I think it would be a mistake 


for me who has to pass on every cost that I incur 

to the consumers of the various states that we 

serve, J think it would be inappropriate for me 

to sit here and say I should revise that contract. 
Q. Do you not agree, over the term 

of this contract, if you do not have any escalation 

clause in.it,' and you have not, the company has, 

to put it mildly, a most favourable contract? 
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years, I am sure that there will be other ways to 
compensate the situation so that everyone will 

make a fair return, YOu Will notice ini the appli- 
cation to the Conservation Commission of Alberta, 

we supplemented our contract with a simple direct 
statement that we would be willing to pay, at the 
border, 74 per cent return upon the transportation 
cost from the point of production. I donot 
believe there is any complaint about the price we 
have offered to pay -- I mean, that we have offered 


to pay to the producers in this last transaction. 


Q. Of course, we will come to that 
later. IT am talking about the old one. 

A, I am talking about the new one. 

Q. We want to talk about the same thing. 

A. But you are asking me my attitude 


and that is the best explanation I can give you. 
Q. hep mesput this.co you:.from your 
experience in transmission work, what do you say 
is the cost per hundred miles of transmitting gas 
in a 30-inch pipeline? 
A. Well,;if you.are on your toes. and 
do not have hard luck, have good organization, I 
think the present cost would run about 14 cents 
per hundred miles, in the United States. 
Q. Do you know what they are in Canada? 


A. NOas cir; Lam not familiar with the 


“cost in Canada. 
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Q. You have never inquired into what 
it costs Westcoast Transmission to transport this 
gas? 

A, Yes, I have looked at their figures 
and as far as I can tell from looking at them, I 
consider them to be proper, 

Q. in the vicinity of 2 cente? 

A, I do not remember the cost in that 
fashion, I want to make this clear to you now, you 
cannot transmit that gas 100 miles for 14 cents; 
in a long transmission like 500 miles or 1000 miles, 
you will get an average for that operation of 
around 13 cents; I am talking about the United States. 
But if you have to transmit it 100 miles Sat be  2lire 
Will cost you more than that. You, do not get 
into a real low cost unless you get into three to 
four or five hundred miles. 

Q. Tepur This to you: has it ever 
occurred to you, Mr. Kayser, that when the price 
to the purchaser gets to 10 cents they transmit 
this gas 650 miles to the border and only get 22 
cents so that part of the operation is not FOINne to 
be a profitable one? 

A, Well, as I understand it, it would 
be, but I am not going to pass on that question with- 
out a thorough analysis of the figures, I am 
incapable of doing so. 


Q. And you have not made that analysis? 
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A. No, sir, I have not. 

Q. What interest have you, personally, 
in Westcoast Transmission? 

A. None, I was not smart enough to 
Buy, 

Q. Twas just going to try and find 


out if you have any of that nickel stock. Looking 
at the proposed new contract, approved May 25, 1957, 


page 6, Article V, price --- 


A. Yes, here it is. 

Q. Am I correct in thinking these 
prices which commence at 25 cents per Mcf and 
escalate up to 27.4 cents for the seventh year 
and, thereafter, commencing in the eighth year and 
including the twentieth year shall increase pro- 
gressively at the rate of 2/10ths of a cent per 
year. Do those merely suggested prices on 
present estimates do what you are talking about: 
that is, giving the Transmission Company a 73% 
per cent return? 

We That is not quite correct .: 


because, actually, the first figures we saw on 


the 74 per cent return exceeded that 25 cents, 

At the time these figures were fixed, I think it 

was the conception that this is what these prices 
would do. Then, later, on a further study 

came to the conclusion that, probably, they would 


not and that the only fair thing to do was to not 
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UO try a fixed price, but to bind it by a return, 
and it seemed to be that 74 per cent return was the 
one that was generally regarded as the return that 
we would want to make in Canada although we operate 
on a 63 per cent Perum. ane cry to pet tiat., in 
the United States. We agreed to the 74 per cent 
return. 

Q. Are you at all familiar, Mr.Kayser, 
with the prices that Westcoast were seeking to get 
from Westcoast Transmission Inc. at the border 
when that was the original concept? 

A. No, sir -- that is, when they first 
applied to serve the Pacific Northwest area? 

Q. Yes. 

A. No, I do not know a thing in the 
world about it. 

Q. But you were in on the negotiations 


as to the price of 22 cents? 


A, No, Sit. [ was noc. 
Q. You were not in on that at all? 
A, I was not in on those negotiations, 


We had no interest in neither Pacific Northwest 


nor Westcoast at the time that contract was made. 
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Q. May I put this to you, then: 
would you agree that this 22¢ contract is a contract 


that you would expect to be insisted upon by a per- 


son who had acquired control of the market and 
would only deal on his terms? 

A, Notcat, ali. 

Q. You would not agree with that? 

re No. 

Q. When Mr. Fish subsequently sold El 
Paso, he made a very handsome profit, didn't he? 

ee I think it was a profitable trans- 
action to. all of the stockholders of Pacific North- 
west, yes. 

Q. And the big thing they had to sell 
was the Canadian contract, wasn't it? 

A. Ney would. 

Q. You don't consider that was a factor 
in. the, sale? 

A. The Canadian connection was a big 
factor... The Canadian. contract, per se, was not.a 
étermining factor at all. 


Q. And the result of the sale results 


in companies which you control having almost a 


Maginot Line from the Canadian border down to Texas 


bordering the States of Washington, Oregon, Cali- 
fornia, Nevada, Utah and Arizona? 
hi {t 


A. The answer is no. I heard one word 


you put in there. 
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Q. Well, Alewons tach lisa) that; but) 14 
really --- 

A. It has nothing to do with offence; 

i% has nothing to do with defences) It: has. only:to 
do with the fact that, as I testified this morning 
and yesterday, we regard the connection to the 
Canadian potential reserves as of highest importance 
to the service of our market. We, therefore, re- 
garded it as of the highest importance to the El 
Paso Natural Gas Company, and we purchased or traded 
for the Pacific Northwest Pipeline because it gave 
us access to those markets plus the fact it gave us 
access to the Rocky Mountain region which is likewise 
the last; more tor “less, big region of the western 
portion of the United States from the standpoint 

of reserves... 

Q. And if this new proposal goes through, 
there won't have to be a very great extension north- 
Ward into Alberta to practically have a circle ex- 
tending from the Westcoast Transmission line on the 
west over into the properties of Westcoast Alberta 
down to the Savanna Creek development and into Kings- 
gate, so you would have a complete circle drawn 
around a specific area of Alberta where it is esti- 
mated there are large quantities of gas? 

A. Well, I would like to say this, that 
we think that the connection to the Peace River 


is important. We regard the connection, through 
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Kingsgate, into the Alberta potential as likewise 
very important. We think that such connection 

has got certain advantages to both parties -- I am 
talking about now: to the Canadian situation from 
the standpoint of export, and from the standpoint 

of our situation from the standpoint of import. The 
advantages I see, so far as we are concerned, are 
that by having the two connections into that Pacific 
Northwest area you have much better assurance that 

a failure of pipeline at one point will not cause 

an interruption of service, because you simply pick 
up the slack from the other entrance, and that is 
worth a great deal to us. We regard that as a 

Verve lnporitant Pact. "Also, lite gives) usethis posi- 
tion and opportunity, that we will be able to take 
the gas from whichever area has a surplus that is 
desired to be exported. From the standpoint of 
Canada, there isn't any question but that it gives 
an opportunity for a more continuous and certain 
export of the quantities involved, because a failure 
or diminution of quantities that would be required 
from one source could be made up from the other 
source, and that is our attitude about what we have 
done. We want to have access to whatever quantities 
you are willing for us to have through export, and 
we have the market; we are attached to the market, 
to use that sentence. 


Q. Well now, if these markets that you 
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are presently serving -- as I understand it, ten 
years ago California was not taking any more gas 
per day than you are now proposing come across the 
international border at Sumas within a veari OryTso% 
is that correct? 

‘ That is about right. 

Q. And in the last ten years the amount 
that it has required has increased eight times -- 
800 per cent? 

A, Or better. 

Q. And if that market keeps on increasing 
at that rate, and if the Washington and Oregon 
markets develop at the same rate, there are going 
tobe terrific, quantities.of new Supplies required, 
aren't there? 

A. Yes, sir. 

Q. And it would seem to me that, logi- 
Cally snl rings that I am talking about would be 
the economical development that you just push up 
through Alberta until you have tied in with the Peace 
River - Alberta sections of the thing, and then you 
have a ring around the rosy? 

A, No, it does not work that way. The 
whole purpose is to move the gas in one direction. 
Obviously, so far as export is soncemned.s1 65165 To 
move to the border. I cannot think of any reason 
why this proposed outlet through Alberta would be 


run up into the Peace River area. I cannot think 
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of it now -- any economic reason for it. The gas 
would flow -- should flow in whatever channel is 
the most economic. Now, there are a lot of factors 


that deal with that: distance is the principal one, 
so I would say that the question of having a ring 
does not mean anything to me; it just does not mean 


anything. 


Q. But in the next 20 years, assuming 
this rate of demand continues, the results would be, 
of your two proposed schemes, that the producers in 
the southern area of Alberta hooked up with your system 


would be doing substantially better than the pro- 


ducers in the Peace River area hooked up with your 


System, although one might not be supplying any 


more than the other as to the proportions of the 
whole? 

A. You want my judgment on that? 

Q. Yes, 

A. I think they would be just about the 


same long before then. 


Q. You think there will be some re- 


negotiation of the whole picture? 
A. L think that quantities taken at 


prices subsequently paid would probably even them. 


Q. That is just what I am coming to. 
As you have not recognized the policy that I enun- 
elated at the beginning, that a gas that is exported 


Should be surplus, and that it should only be exported 
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aia provident prices, do you think as an individual 
with your knowledge, that this Commission should 
fairly report to the Government of Canada that 

the present contract negotiated in 1954 with Pacific 


Northwest is a provident contract? 


Q. You, do? 

A, ee weotre 1 certain lived, peorithis?—— 
let Meapxplain:, Lido not, think itvis essentially 
fair to appraise the contract on any basis except 
that which existed at the time it was executed by 
the parties. 

Q. Well, I couldn't tell you, Mr. Kayser, 
I take it that way. The way I take it is that: at 
that time Mr. Fish had got hold of a franchise from 
Picet wh sos peandnne said,» Veny,wel), ideal -on my 
terms or we don't deal at all." 

A. Welljrlr-disagree- with you, so that 
is the most I can say. 

Q. You don't think he drove a hard bar- 
gain? 

A. I wouldn't want to say that under 
all the circumstances. 

Q. Let us go back again: looking at 
the contract today, as the Commission must do, would 
you expect the Commission to say in the light of the 
present situation that this,contract with Pacific 


Northwest is a provident contract to the people of 
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Canada? 
A, L still say that I think it is, and 
tiacv ts Cam be and should be so considered. 

Q. In the light of the prices that you 
are presently prepared to pay the producers in 
Southern Alberta for gas, you agree that over the 

life of the contract they are going to suffer as 


compared to prices prevailing elsewhere because of 


the lack of escalation clause and volume penalty 


provisions? 
A. The one in Southern Alberta? 
Q. I say, having regard to the prices 


now being offered in Southern Alberta, that the 
lack of escalation beyond 2 1/2¢ and the volume 
penalties for the life of the contract, the produ- 
cers who are supplying are going to suffer? 

a In Southern Alberta? 

Q. No, in Peace River. 

A. Well, you said Southern Alberta. 


Qe I said, comparing --- 


A, You mean the producers in Peace River 
will suffer by reason of the present contracts that 


Westcoast has? 


Q. Yes. 
A. tee 0% 
Q. You say "no"? 


A. And the reason for it is that by 


reason of executing these contracts they do have 
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a splendid pipeline, a 30-inch pipeline, capable 
of carrying out not just the 350 or 400 they are 
taking out, but 650; and that has made it possible 
for the development of the area and the marketing 
of the gas, and I think that is the basis upon 
which it was executed, and that is the basis upon 
Which the producers entered into the contract, and 
Lithink 10 16.9 fair basis. 

Q. That won't do them much good unless 
they can get higher prices, will it? 

A, hag Ls ries. 

Q. And you know, yourself, of your 
own knowledge, that many of the people -- many of 
the producers that were proposing to go into the 
original scheme have refused to go into this one 
and are not in as yet? 

A, No, I don't know -- well, I would 
have to examine it to know that; but, let us assume 
i CO De Lame, 

Q. But as long as that favoured nation 
clause can be avoided by buying up gas in the 
ground by people who have a financial interest in 
the transmission line, the prices may never go up? 

A. We Wipe don wo. think ithat, Ls practi— 
cal, and I will speak for my own company and not 
anybody else. We haven't got any notion of buying 
Up Onssvoh a. pasis as that. You have to pay, 


really, United States money and Canadian money for 
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gas in the ground, and that is one of the most 
burdensome things you can do. 

Q. It is not as burdensome, perhaps, 
as paying high prices for gas because of the 
favoured nation clause that would effect any con- 
tracts in existence? 

A, You would be surprised, but it is 
important, because you have to stand still with that 


money and earn 6 1/2 in the case of the American, 


and 7 1/2 in the case of the Canadian, and if you 
have to stand still very long with that money in the 
ground, you really do have to get a high price for 
the gas in order to come out even, let alone make any 
money. You are talking about something that is not 
practical, and, as far as I am concerned, we are 

not in the remotest fashion interested in trying to 
accomplish that result either in that manner or in 
any other manner. 

Mit. PATTILLO: Mr, Chairman, if we could 
take a recess now and perhaps start a little earlier 
this afternoon, that would be very convenient for 
me. i would like to go over my notes, and I don't 


think I have very many more questions to Mr. Kayser. 


THE CHAIRMAN: Very well, we will adjourn 


now until 1.45. 


-~-Whereupon the hearing adjourned at 12.00 noon 
nntil 1.45 P.M. 
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---Upon resuming at 1.45 p.m, 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearings. MP SorateL Lio.) are 
you ready? 

Mire Are rio: Thank you. 

Q. Me. Kayser, directing your attention, 
for the moment, to what I call the new deal, that 
is the Kingsgate proposition and your agreement of 
December 9, 1957, which is found under Tab Loe or 
the Westcoast exhibits, did that amendment, which 
provided that notwithstanding the price revisions 
to which I referred this morning in the agreement 
Dretay eo, 1O57, and the proposed definitive agree- 
ment, the amount of money to be paid each month 
for gas delivered and purchased shall not be less 
than the full cost of service incurred by Westcoast 
in purchasing and transmitting the gas to Kingsgate, 
including an annual rate of return of 74 per cent 
on the net investment in the facilities required 
for such delivery of gas from time to time, such 
cost of service to be determined substantially 
in accordance with the rules and regulations of 
the Federal Power Commission -- did that amendment 
have anything to do with the appointment of this 
Commission or the entry of Alberta and Southern 
into the Province of Alberta? 
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Q. What was the reason for it? 
A. Welle what . said this morning, it 
seemed to us to take out of the question -- take out 


of the transaction any BOCenDe LO) fa one Ga that 

we would try to make 7 per cent return for the West- 
coast; if you try to go into all of those details we 

thought it would be better to Say that we would pay, 

based upon that figure. 

Q. And do you agree that that is, in 
your opinion, a fair proposition for the export of 
gas in Canada to the United States? 

A. OS we, 

Q. Then do you agree that the price of 
ez Cents in, the old one cannot possibly yield that 
result? 

A, Pwetda't say that and £ dontt say it 
now. 

Q. Well, you have seen many forecasts 
prepared for investors as to the rate of return on 


the Westcoast Transmission facilities? 


A. No, I haven't, 

Q. You have not? 

A. Oh no. 

Q. Have you ever done any studies, had 


any studies made or examined any studies to see what 
the rate of return is to Westcoast Transmission on 
your 22-cent contract? 


A, NO usw, pave not. 
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Q. You have no idea what the return is? 

we Not with accuracy enough to testify 
what the return is. 

Q. And what percent of interest does 
your company or you or any person associated with 


you have in Westcoast Transmission? 


A. What per cent of interest? 
Q. Yes, 
A. The total percentage I have now is 


in the range of 23. 

Q. And as a 23 per cent shareholder, 
you cannot tell us what the rate of return is on 
that 22-cent contract? 

A. Peeure can't. 

Q. You must have more than gas coming 
out of your ears. 

A. What's that? 

ae May I ask you this question, Mr, 
Kayser, and this is entirely a hypothetical question: 
If this Commission saw fit to recommend to the 
Dominion of Canada that there should be no export 
of gas permitted on terms less favourable than those 
contained in your letter of December 9, 1957, 
would you be prepared to re-negotiate the 22-cent 
contract to bring it into line with such recommen- 
dation? 

A. Welt, el will tell you: 2 will say, 


as far as I am personally concerned, I want to do 
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everything that is possible to keep the relation- 
Ship between our market and your source of supply 
smooth and Satisfactory to both parties. Now, I 
am not, as 1 said this morning -- I have no business 
Standing here being an intermediate party, for what- 
ever is charged to me I have to bass on; and when I 
say "I" I mean the company. When i Sostarts sah 
sorbing, it is a question of time until it goes out 
of business and it cannot do you any good or it 
cannot do the consumers any good. 

So any question of re-negotiation of 
that contract I would be unwilling to enter into 
without having previously gone into the matter 
thoroughly with those who are going to burn the gas 
and pay for it; that is the direct representative 
of them, which would be the distributing companies, 
principally in California but not entirely, because 
it affects, in part, the rest of our -- well, I 
think it does affect the rest of the consumers; 
I am not sure about that, and I would not want to 
say that, but it certainly affects the consumers 
in California and the consumers in the Pacific 
northwest. Now, I would not say I would not take 
it up with them and endeavour to arrive at something 
that is reasonable because my personal attitude is 
that I certainly want to keep the relationship, and 
I think it is highly important from every standpoint 


that it be kept in a smooth, satisfactory condition, 
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co 


Qe When you wrote this letter of 
December 9, 1957, relating to the new deal, had you 


previously discussed that with the distributors? 


ae Yes, sir. 

Q. And they thought that was fair? 

A. They thought that was fair. 

Q. And I assume, therefore, that they 


thought it was fair for future supplies and they 
might consider it was fair for present supplies? 

A. I am not committing them about that, 
pectause (tdidnit talk’ ta them-about it. 

Q. Will you tell me how the consumers 
in California could be at all concerned about the 
present supplies, which do not get that far south? 

A. Which do not get what? 

Q. That far south. The present sup- 
plies, you told us this morning, went physically to 
Washington and Oregon, the present Canadian supplies 
through Sumas. Now, how would the consumers in 
California be at all concerned about that? 

A. Well, I think I told you, likewise, 
this morning, that economically 100 million feet 
of that gas is paid for and goes to the California 
consumers, economically. tne balance of 1t is 
paid by consumers in the balance of the Pacific 
northwest territory. 

G)'. The other question I would like to 


ask you is this: you appreciate that we have recently 
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had a pipeline partially come into operation that 
will eventually be servicing the Canadian markets 
as far east of the Province of Quebec? 

A. Trans-Canada, you are rererring (107 

Q. Yes. What would you expect as 
to the increase in demand amongst consumers taking 
off from that pipeline? Would you think it would 
follow the increase that has occurred in California? 

A, I do not think it will be as 
Spectacular as the increase in California, for the 
reason that I believe the entire western portion 
of this continent, including the United States and 
Canada, and it is true in Mexico, likewise, that 
entire portion of the continent is having a spec- 
tacular increase in population and industry. 

However, the eastern portion of Canada, 
so I understand, has had a tremendous development 
over the past ten years. 

I would expect it to have a very substan- 
tial development over the next ten years and I would 
expect that the demand for gas in Eastern Canada 
would be greater, that is, the demand would in- 
crease more rapidly than simply what would be indi- 
cated by the increase in population and industry, 
for the reason that with the construction and 
placing into full operation of Trans-Canada you 
would have, in effect, the first introduction of 


Canadian gas in big supply into Eastern Canada, 
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and I believe it would have a stimulating effect 
upon the demand for gas. It has, in my experience, 
wherever it has been introduced. 

Now, that, of course, is dependent upon 
cost, because you know that you can price yourselves 


out of any market. 
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Q. That is not quite the same answer 
that you gave before the Conservatinn Board, is it, 
Mr. Kayser? 

A. Iothink Lb 158, Lt te 2S nob and 
you will point it out, I will be glad to correct one 
or the other, 

Q. I understood you said to the Conser- 
vation Board that you anticipated that the increase 
in demand in Eastern Canada would follow the same 
degree of increase as happened in California? 

A, I think, if you will examine the 
record, you witli find I said I thought that the in- 
creased demands of Alberta and Western Canada would 
follow very much the increased demands of the 
western portion of the United States because I 
think the whole western portion of the continent, 
as in the immediate past, can look forward in the 
future to a greater growth of population than the 
average in the rest of the country. I know that 
is true of the United States, I do not have to 
ask anybody about that. 

Q. Mr, Kayser, I have in my hand a 
prospectus of the El Paso Natural Gas Company and 
attached to it is a letter of yours to the holders 
of the common stock dated August 9, 1957, and the 
date of the prospectus is August 28, 1957. A 
am going to make some references to it. The 


Tiretets at page 15. Tt begins: "Pacific Northwest 
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has an agreement to purchase Canadian natural 
gas at the international boundary near Sumas, 
Washington, from Westcoast Transmission at the 
rate of 200 million cubic feet per day commencing 
on November ist, 1957, if the factlities of both 
are ready; at the rate of 250 Mcf after January 
lst, 1958, and at the rate of 300 Mcf per day 
after January lst, 1959. the agreement provides 
that the price, on a 90 per cent load factor, is 
to be 22 cents pe Mcf until January 1, 1959, and 
ee cents per Mcf .thereafter for the remainder of 
the 20-year term. Subject to necessary govern- 
mental authorization being obtained, Pacific Nort- 
west has agreed to purchase from Westcoast Trans- 
mission a further 100 Mcf per day beginning 
November lst, 1959, on the same terms and con- 
arcrons..” 

When was that agreement made for that 
additional amount of gas? 

A. I think that is all in one agree- 


ment, Me. Pattille. 


Q. I beg your pardon? 
A. I think it is all in one agreement. 
Q. When was the option to acquire that 


additional gas exercised? 
A. I do not think it has been exercised 
-s—no, I do not think so. We have not any plan 


about it at the moment. 
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QO; What does this mean: "Subject 
to necessary governmental authorization being 
obtained, Pacific Northwest has agreed to purchase 
from Westcoast Transmission a further 100 Mcf per 
eave” You would not use that language if you 
only had an option, would you? 

A, No, you would not but it is subject 
to necessary authorizations both by the Canadian 
Government, the United States Government and/or 
the Federal Power Commission on the Certificate 
of Convenience and Necessity. 

Q. Would you be prepared to agree with 
me that the additional amount of gas should not be 
exported to you on the terms and conditions of a 
flat 22 cents but should be on some such similar 
basis as outlined in your letter of December 9, 
LOOT 

A, As 1 said before, 1 do not feel 
competent on this stand here today to change any 
Provision of that contract. 

Qe I appreciate you do not, but ‘you 
can tell me whether you, as an individual, would 
be prepared to recommend things to your board? 

A. I cannot do that either and I 
WOuld Mertibegwitiing to do it until 2 had. talked 
to the people who are going to pay for it and burn 
ail 0 


Q. I am still reading from the 
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prospectus, page 15: 
"The gas purchase contracts of 

"the company and its subsidiaries, in- 

"eluding Pacific Northwest, provide for 

“increases in price at stated invervals.'" 
That may be a correct statement excepting for 
Westcoast Transmission but it is not a correct 
statement when you take Westcoast Transmission into 
consideration, is it? 

A. I think that is probably true, what 
you said. 

Ge Buc ali: other contracts that you 


have or Pacific Northwest have, all provide for 


increases in prices at stated intervals? bs that 
correct? 

A. ae We iG Lie ss 

Q. I am reading at the bottom of 
page 15: 


"In addition, the purchase con- 
"tracts with one producer, under which 
"the Company obtained approximately 
"TO percent of Tts"totay task supply 
"during 1956, contain provisions for 
"Increases in the price of gas, under 
"certain conditions, in the event of 
"inereases in the level of prices re- 
"ceived by the Company from its custo- 


"mers. his producer on September 11, 
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"1956, filed for a rate increase which 
“would increase the Company's cost of 

"purchased gas from this producer by 

"approximately $1,800,000 annually. 

"This application was based on the 

“Company's having allegedly received a 

"rate increase in the Company's rate 

"filing now pending before the FPC and 

"the application alleged further that 

"this producer was earning less than 

"a fair return on the gas being sold 

'to the Company. These increased 

"rates were placed in effect on March 11, 

"1957, and have been collected by the 

"producer since that time subject to 

"possible refund of such portion, if 

Nany, of the increased rates as might 

"ultimately be found not justified," 

Is it a fact that Pacific Northwest and El Paso have 
increased their rates to the consumer since this 
Sumas contract was made in 1954? 

A, Yes, El Paso has filed a rate 
application that went into effect January 1, 1958, 
and I believe Pacific Northwest filed one that went 
into effect February 5, 1958. 

Q. And the consumers are paying 2 
cents per 1000 cubic feet more? 


A. It depends on which ones you are 
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talking about; that is within the range of both of 


them, 


Q. That is within the range of both 


of them and if Westcoast Transmission had a contract 


that was anything like this very successful negotia- 
tor who supplied 19 per cent in 1956, that would 


have made a very substantial difference to the 


amount of money they would have received under the 
contract? 

A. Whatever the percentage difference 
would be. I do not know that it was a very large 
percentage increase on the part of this producer 
that you are reading in respect to. The increase 
that we applied for was not based on that sontract 
but was based upon the increases that were a fixed 
amount, as I testified this morning, one cent every 
five years and a bunch of those came due on January 
1st..1958, and wére the. basis, in part, of the 
application for a rate increase plus inflation of 
other costs that had occurred since our previous 
application for the rate increase. 

Q. Can you tell us, from memory, 
approximately when this contract this producer has 
which accelerates when prices are increased to the 
consumer, can you give us any idea as to the date 
that contract was negotiated? 

A. Yes, the first time that appeared 


in that contract was about September, 1945 -- I 
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believe, October lst. 
aie About nine years before Westcoast 
made this provident deal with Mr. Fish? 


A, Whatever the calendar says, 

Q. Now, you spoke this morning about 
the contract with the Pacific Northwest making it 
possible to build this pipeline and I told you 
that I agreed with that. Do you not think that 
it would have been easier than it was to raise the 


necessary funds if this contract had had an 


escalation clause in it? 

A Well, I do not know whether I would 
say that it would make it any easier or not, It 
might have. 

Q. I would imagine, Mr. Kayser, from 
your almost thirty years! experience at the head of 
a very large gas company and the financing you must 
have had to arrange in that period of time, that 
you could give me a little clearer answer than 
you just gave me, that "it might have'? 

A. Not having participated in the 
actual financing, I cannot say it would have made 
any difference. it would say, obviously, it would 
be a more favourable contract to Westcoast if it 
had an escalation clause, 

Q. Thank you, Mr. Kayser, have you 
or your companies or anybody on your behalf or any 


member of your fanily any share interest in this 
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Jefferson Lake Sulphur Company? 


A. Noy Pslne inone ateall: 
Q. Do you remember, this morning, I 
was asking you about this boiler fuel for the 


California Edison? 


A. Yes, sir. 
Q. I want to read you from page 12 of 


this same prospectus: 
"In addition, the Company has 

"entered into an agreement with Southern 

"California Edison for the sale and de- 

"livery of natural gas for boiler fuel 

"in the amount of 100 million cubic 

"feet per day in 1959, with increases 

"thereafter, subject to conditions 

"specified in the agreement including 

"the condition that necessary gas supplies 

"shall be available to the Company, 

"to 300 million cubic feet per day." 
Now, is it just a coincidence that that amount and 
that time coincides with this extra 100 million 
that Pacific Northwest is going to get from West- 
coast Transmission? 

A. GeO Uri ee COU CO pn Watide doug) Mit, 
Fauci Lo. 

Q. Loaneiusteaskineg, 16°25 a coinci- 


dence that the amount and the time coincides? 


A, I did not even know they tied in 
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and did not even know there was any coincidence 
about it. Iam just telling you the contract 
with California Edison was not tied in nor taken 
into consideration when we made the contracts in 
respect to Canadian gas. AS a matter of fact, we 
had no negotiation with them at the time we made 


this contract and bought the Canadian gas. 
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Q. Let me put this to you: Would you 
be able to make 100 million cubic feet per day 
available to the Southern California Edison Com- 
pany tor poi ler. tuel ir you could not get ‘that extra 
100 million from Canada? 

A. bigc desk 

Q. You could? 

A. That is right. That is exactly the 
way it is. 

Q. Notwithstanding the fact that you say 
the California market is larger today and cannot be 
met today with the present production? 

A. I did not say that; I said the future 
market. I made that clear in my testimony that we 
have now the gas for all our present certificates. 
This is the market that we are asking for the adi- 
tional gas in Canada, but in fairness I would like 
tO say this, Mr. Pattillo, that when gas comes into 
the system it is like money in the bank. You do not 
have to care about identifying where this dollar 
went. It is all available to help you supply your 
demands. I think that is a fair statement. 

Q. There is just one last question, Mr. 
Kayser: Have you or have any of your companies, 
or has any person in your family, directly any share 
interest in Phillips Petroleum? 

A. No, we do not. I am sure of that in 


regard to the whole family, and the company has 
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absolutely none. 

MR. PATTILLO: Thank you, Mr. Kayser. 

THE CHAIRMAN: Mr. Frawley may have some 
questions, Mr. Kayser. As I think you know, he acts 
for the Province of Alberta. 


THE WITNESS: Yes, sir. 


BY MR. FRAWLEY: 

Q. Thank you, Mr. Chairman. I have some 
gestions chiefly for Mr. Hetherington, but I do have 
some for Mr. Kayser. 

A. Se ns aie age 

Q. Mr. Kayser, as the Chairman has indi- 
cated, I am representing in these proceedings the 
people Ci |}tUhne Province of Alberta --~ 

A, ves, sir. 

Q. ~-~ and I have a few questions to ask 
you. At the time of the negotiations which resulted 
in the contract between Westcoast and Pacific North- 
west I think you told us this morning that the 
moving spirit in Pacific Northwest was one, Ray Fish? 

A, The original contract between Pacific 
Northwest and Westcoast --- 

Q. Yes? 

A. --- was handled by Mr. Fish, that is 


right. 
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Q. And on the other side representing 
Westcoast was Mr. Frank McMahon? 

A, That is my understanding of it. 

Q. You told Mr. Pattillo this morning 
that you thought it was not a particularly hard con- 
tracu, 

As Noe Lealdn'ttesay that. 

Q. What did you say about it? 

A. I said that I thought it was under 
the circumstances the foundation of the pipeline, 
and, therefore, the beginning of the market, and 
from that standpoint it was good for the producers. 

Q. Yes. Now, I am going to direct myself 
to the price of 22 1/4¢, later becoming 22¢. That 
is what the agreement was. Let us just look at the 
Situation in which those two gentlemen found them- 
selves. Mr. McMahon at that time had obtained from 
the Alberta Conservation Board a permit to export a 
Sizable amount of gas from the Peace River country. 
neve trie. 2o At note. 

A. Well, those dates are not fixed in 
my mind, but if you say that is what the record shows, 
Well, that is fine. 

Q. I will give you the dates of the 
negotiations between Mr. Fish and Mr. McMahon that 
resulted in this contract. I am told that they 
lasted roughly from July to December, 1954. 


A. A Sent. 
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Q. Now, I put it to you that before that 
time Mr. McMahon had been before the Federal Power 
Commission seeking an import permit from the Federal 
Power Commission? 

A. Well, I do not know about that. Now, 
you are talking about something I do not know any- 
thing about. 

Q. You did not know that Westcoast Trans- 
mission had been before the Federal Power Commission 
seeking the same kind of export permit to get into 
the Pacific northwest as Mr. Fish's company was? 

A. Well, Mr. McMahon -- no, I was not 
familiar with that. I had nothing to do with that. 

Q. You did not know that they were rivals 
before the Federal Power Commission for an export 
permit to supply gas to the Pacific northwest area? 

AS tI knew they were rivals for an export 
permit. 

Q. You knew that? 

A. Mes, sorry) for’ this specific northwest 
market; yes. 

¢: Yes, you knew that. 

A. But I only learned it after the fact. 
I did not know about it at the time it was going on 
because I was not in that transaction. 

Q. But as you cast your mind back on it, 
as I am now doing, you will remember that situation; 


that they were before the Federal Power Commission, 
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and that Mr. McMahon's application was dismissed 
and Mr. Fish's application was granted? 

A. Well, Mr. Fish's application was 
granted, and I assume it was tantamount to refusing 
the application in which Mr. McMahon was interested. 

Q. I do not think there was any secret 
about it. I can put it to you that Mr. McMahon's 
application was dismissed? 

A, All right. 

Q. So we have those two men now negotia-~ 
ting for Mr. McMahon to sell some gas to Mr. Fish? 
That is what it amounts to? 

A, Meco seb, thav 18 what. 1b amounted ‘to 
at the time those negotiations were carried Cut aetna 
Peaecorreci. 

Q. And Mr. McMahon had a permit to export 
gas from the Conservation Board of Alberta? 

A. Tne ta edo noteknow, 

Q. And he did not need one from the 
Government of the Province of British Columbia to 
export gas that he might own in British Columbia? 

A. Pidig- nov know that: 

Q. You did not know that? 

A, No. 

Q. Assume now with me, Mr. Kayser, that 
those were the two basic facts with regard to the 
export of gas by Mr. McMahon and his holdings? 


A, Yes, sir, I understand that thoroughly. 
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Q. And he wanted to transport it through 
the United States by pipeline -- let us assume that. 

A. That who wanted to transport it through 
the United States? 

Q. To the United States border, at least, 
by a pipeline. 

A. Yes, 

Q. Mr. McMahon. 

A, Yes. 

Q. Mere 1S no other way to get it tothe 
border? 

A. That. perriont: 

Q. So we have those two men now entering 
the conference room to strike a bargain as to how 
much Mr. McMahon would sell the gas to Mr. Fish for 
at the border? 

A. ThaceLe Tight ; 

Q. Mr. McMahon, who had been the van- 
quished before the Federal Power Commission, and Mr. 
Fish, who had been the victor before the Federal Power 
Commission -- that is not over-dramatizing it, Mr. 
Kayser? 

A, No, that is all right with me. 

Q. And that certainly was what Mr. Fish 
said -- "Thst's alllvight with me." = too? 

A. Well, I was not there. 

Q. Now, in the Westcoast's brief on this 


point -- I would like to read you these two lines 
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from page 47 of Westcoast's brief: 
"Immediately following the authorization 
"of Westcoast to export gas from Canada 
"in June 1952, Pacific Northwest com- 
"pleted its plan to purchase gas supplies 
"in the Four Corners area of New Mexico, 
"Colorado, Utah and Wyoming and made 
"application to the Federal Power Commis- 
iston o =." K- 
listen to this -- 
q Beton aubhoricy so build a pipeline 
"from the San Juan Basin to Seattle and 
"serve the market which Westcoast planned 
"to serve through its subsidiary, West- 


"coast Transmission Company, Inc." 


So that was an important fact that was present when 


Mr. McMahon was sitting down to negotiate this border 


price witheMr: Fish. Mr. Fish was endeavouring to 


go into the same market that Mr. McMahon had intended 


to go into if he had got an export permit from the 
Federal Power Commission? 

A. Well, at the time they sat down Mr. 
Fish already had the certificate from the Federal 
Power Commission and Mr. McMahon did not. 

Q. Thace dso eh. He had it to supply 
the very area that Mr. McMahon had originally in- 
tended to supply himself? 


A. Correct. 
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Q. And it wasMr. McMahon's original 
plan to supply that market not through an inter- 
mediary, as it.is at present, but direct to dis- 
mibuters. 2,put. it to you that Mr. McMahon's 
original proposition was to export gas into the 
Pacific northwest area and to supply it directly tc 
distributors inithat area? 

A, That I do not know because I was not 


apart of that. 


Q. No; I asked you to assume that. 
A. Well, I am assuming it. 
Q. These are my instructions.from the 


Alberta Conservation Board to whom he went to obtain 
a permit to export. 

Ag Mes. 

Q. Do you know anything about the price 
that Mr. McMahon put to the Conservation Board that 
he was expecting to get? 

Bice Noy irs 

MR. FRAWLEY: Perhaps Mr. McDonald or 
Mr. Hetherington can tell us something about that. 

MR. McDONALD: We would be very delighted, 
Mr. Frawley. 

MR. FRAWLEY: Q. Now, the result of the 
negotiations between Mr. McMahon and Mr. Fish was 
the 22¢? 

A, Mia Léorlent. 


Q. That was arrived at by using San 
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Francisco as the basing point for the economics? 

A. I was not there, now, and whatever 
the gentlemen who were there say was the basis -- 
well, fines -thatveirs Lt. 

Q. lL Ghought you told. that to Mr. 
Pattillo this morning? 

A. I did not say that I was there. 

Q. No, but that San Francisco -- you as- 
cribed it to the way it was set out in this brief, 
that it was San Francisco, 34¢, less the cost of get- 
ting it there. 

A. Well, that was the calculation that was 
ised by Mri Hetherington as. the basis for ft, and 
what I said, I thought, this morning -- and what I 
am willing to correct if I said otherwise, and I say 
it now -- is that the market at San Francisco and, 
as a matter of fact, Los Angeles as well, was the 
determining factor in the price negotiations for 
Canadian gas. 

Q. That is right, and the market at San 
Francisco of San Juan basin gas? 

A. Well, it would be Texas gas as well 
as San Juan basin gas. 

Q. Well, at any rate, San Juan basin 
gas, and that was the same kind of gas that Mr. Fish 
was going to bring up to the Puget Sound area? 

A. From the same source -- correct. 


Q. Now, I ask you why the Puget Sound 
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or, the economics of the Puget Sound area, was not 
used rather than the economics of the San Francisco 
area? 

Foe Because the San Francisco-Los Angeles 
area is the big market that could absorb large 
enough quantities definitely and firmly to justify 
the completing of the pipeline from Peace River. 

Q. If Mr. McMahon had been in a strong 
enough bargaining position he would have insisted on 
the Puget Sound area being the location for the basing 
economics, would he not? 

i. { cannot say that definitely. 

MR. CHAMBERS : I would like to say that 
this witness is under oath, and I think the questions 
Should be put basically on questions of fact. When 
you ask him to swear to hearsay evidence when he says 
he knows nothing about it I submit --- 

MR. FRAWLEY: Mr. Chairman, I quite appre- 
clate my friend's objection, but Mr. Kayser was 
brought here -- he has been here all morning trying 
to justify the 12¢, and I would think he could under- 
go some leading questioning. 

THE CHAIRMAN: Mr. Chambers and Mr. Frawley, 
I think that we do not want to get into the situa- 
tion where we are conducting the hearings before the 
Commission as a judicial body, although we are a 
semi-judicial body, and I think a certain amount of 


latitude is always allowed before the Commission as 
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long as we stay away from hearsay evidence, and to 
the extent that we can I would like to do that, but 
we are really trying to find out facts, and if we 
have a witness before us who can testify as to 
those facts then let us get them. 

MR. CHAMBERS : It is the hearsay evidence 
that --- 

THE CHAIRMAN: I appreciate Mr. Chambers! 
position that a man under oath does not want to 
express too much of an opinion because -- well, it 


is different testifying as to an opinion under oath 


from testifying as to a fact, and we will try to stick 


Lo, tacts. 

MR. FRAWLEY: Yes, Mr. Chairman. 

Q. Now, Mr. Kayser, whether that was a 
good price for Mr. McMahon or a good price for Mr. 
Fish nevertheless that was the price that Mr. McMahon 
came away with when he went on to develop his project 
to bring gas from the Peace River country and take 
1¢ to the American border’ 

A. frat is plieht,) that is the price 
Stated in the contract. 

Q. All right, and that 22¢, whether good 
or bad, that price set the limits of the whole pro- 
ject back from the American line to the well? 

A. I do not understand the question. Set 
the limit -- what do you mean? 


Q. Set the limits within which gas purchas 
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contracts could be offered to the producer? 

A. Oh, yes, your purchase contract to 
the producer had to be based upon that contract. 

Q. ¥oo, on Ltsis fair, then, to accuse 
the 22¢, if you will allow me to use that expression, 
for the fact that there is no escalation in the gas 
producers' contracts in the Peace River country 
today? 

MR. McDONALD: Thatess HOU ccorrece, irs 
Frawley. 

MR. FRAWLEY: Q. Mr. McDonald is answer- 
ing. What do you say about that, Mr. Kayser? 

A, Well, I understand there is escala- 
TOM it; the producers! contracts. 

Q. That is perhaps what Mr. McDonald meant 
when he said that that was not correct? 

THE CHAIRMAN: Let us just have the one 
witness answering. Mr. McDonald, perhaps you could 
Huet holds for a minute. 

MR. FRAWLEY: I am aware that Mr. McDonald 
is a mine of information about Westcoast. 

THE CHAIRMAN: You did not say a "well" 
of information. 

MR. FRAWLEY: Well, if I said one well it 
would not do him justice at all: it is a whole 
field. 

Q. Mr. Kayser, I put it to you again that 


we can look to the 22¢ as the limiting factor which 
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required whatever kind of contract that we now have 
to be offered to the gas producers in the Peace 
River area? 

A. Yes, it has -- it is the basis upon 
which you have to figure back to the field. 

Q. Yes, and we have -- I said there was 
no escalation clause, and I was quite wrong about 
that -- well, perhaps, I was not so wrong --- 

MR. CHAMBERS: Just wrong. 

MR. FRAWLEY: Q. Well, it is 2 1/2¢ in 
20 years? 

A. As an escalation that is not too bad. 

Q. Well, there are escalators and escal- 
ators, Mr. Kayser. 

A. Yes\ butiweihave hada good’ deal ‘of 
experience in which we have been doing business on 
a 3¢ escalation for a 20-year contract -- some of 
them 4¢, 

Q. I do not want to agree too hard with 
regard to this contract, but in addition to having 
a 2 1/fe¢ escalation in it there is a penalty clause, 
too, SO we have to take it altogether. 

A. Lvagree*withesyou. 


Q. Do you happen to know now what West- 


coast is paying -- or, I should say Westcoast (Alberta) 


-- is paying for gas that they are taking into the 
line at the moment? Perhaps you do not know that, 


Mr. Kayser? 
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A. NoA.beno not welleve ldo, tthe way 
you ask it. 

Q. Mr. McDonald knows, but I will ask 
Mr. Hetherington. Now, that was one condition that 
you say is traceable directly to the 22¢, this 
escalation-come-penalty such as we have it in the 
agreement? That was a very immediate result or con- 
sequence of the 22¢ that Mr. McMahon came away from 
Mr. Fish with? 

A. That is right. I have said that the 
basis of the contracts in the field necessarily was 
the price at which it was sold to the consumer. 

MR. FRAWLEY: Yeu. 

Just in passing, Mr. Chairman, I want to 
just read into the record the "Favoured Nations” 
clause thatuMe, Pattillo wasereféerring to this 
morning. This is just for the purpose of having it 
before the Commission, and I am reading from an 
agreement between Imperial Oil Limited and Westcoast 
Transmission Company (Alberta) Limited dated 21st 
February, 1955. It is the gas purchase contract 
with regard to Imperial holdings in the Belloy field 
in Alberta. Article XIX reads: 

"FAVOURED NATIONS: 1. In the event the 

"Buyer or Westcoast Transmission Company 

"Timited shall enter into any contracts 

"For the purchase of gas with any pro- 


"ducer or producers of gas, and actually 
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"take delivery of and pay for gas 

"within the Peace River area of the 

"Province of Alberta during the period 

"of this contract upon terms more favour- 

"able to such producer or producers than 

"the terms hereof, Seller shall have the 

"right upon notice in writing to the 

"Buyer to have this contract modified so 

"as to make applicable to the sale and 

"nurchase of gas hereunder such more 

"Favourable terms as are contained in 

"the said contracts with said producer 

"or producers. The Buyer shall forthwith 

"upon completion of any contracts with 

"any producer or producers of gas as 

"aforesaid, serve upon the Seller a true 

"copy of each such contract." 

And I will merely say, as Mr. Pattillo pointed out 
this morning, it does not apply to purchasers of 
gas in the ground. 

Q. Now, Mr. Kayser, I would like to ask 
you one or two questions of a very general character. 
You told Mr. Pattillo this morning that you were 
very well aware that this was Canadian gas that was 


being discussed, and you were quite willing that 


the needs of Canada should be first taken care oui 


before there should be any export to the United 


as States, and you are, I take it, quite strongly of 
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that opinion? 

A. Oh, yes, I think that is fundamental. 

Q. Yes. You said you had no reservations 
whatever in that regard. 

A. That is correct. 

Q. And I take it that you are, therefore, 
quite prepared to see, or you are quite prepared 
to accept, the situation whereby it would be seen 
that all of the needs of Trans-Canada Pipe Lines for 
its markets in the Provinces of Ontario and Quebec 
Should be .looked after before there should be any 
question of export of gas to the United States? 

Ar Yee, wc. k tUlink that ts e@orrect. 

Q. And you make that statement without 
any reservations whatever? 

A. ipa tey 

Q. And apart from whatever those needs 
might amount to? 

A. Yes, that is so. 

Q. NOW atiinki 1c 18 Tair to say that 
you appreciate that coming here at this particular 
time you are anxious that there should be the maxi- 
mum of good public relations between your companies 
and the producers of gas in Alberta and British 
Columbia -- in Canada? 

A. Yes, sir. We want good public rela- 
tions with all of the people with whom we deal. 


Q. And when I speak of there being a 
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need for good public relations at this particular 
time you are aware that we are having a rather 
difficult time because of lack of oil markets? 

A. Well, I read some of the things in 
the papers. 

Q. You know that we are in danger of 
seeing that the voluntary restriction we the Presi- 
dent's voluntary restriction on imports into the 
Puget Sound area, District 5, may be translated into 
mandatory restrictions rather than voluntary reSe 
trictions? 

A. I read an article in the paper that 
indicated thai that might happen. 

Q. And you are aware also that at the 
present time the very large Montreal refinery market 
is, and has been, suplied exclusively by oil that 
comes in from outside Canada? 

A. I know nothing about that excapt an 
article that I read that indicated a substantial 
amount of it was supplied from Venezuela. Le yeu gal 
not know that. 

Q. And I am sure for those reasons, and 
in that kind of atmosphere, you are very anxious 
that the very best possible public relations should 
exist between you and your companies, as potential 
importers of Canadian gas into the United States, 
and the producers of gas? 


A. We are anxious to have good relations, 
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Q. Therefore, I put it to you that you 
Snoulrawiclis very aditficult.to justify the 
continuation of the 22¢ that you are presently pay- 
Pie cee VouRmeuUpolierstor Peace Kiver eas? 

A. Dideyoussay I have found ltidiffieulrc? 

Q. Df pir teeto you that .you should mind 
Ppidaptiiculm cto justify. the continuation of, that 
price? 

A, No, I have stated my position on that. 
IT have got no business to denounce that contract 
here before this Board. I can only do that by talking 
with the people who pay for it. 

Q. Lecannot. do anything more in view of 
what you say, which is a very understandable posi- 
tion --~ I cannot do any more than ask you for your 
own personal viewpoint as the chairman of the El 
Paso Company and, I think, the chairman of Pacific 
Northwest also. 

A. it is utterly impossible for me’ to 
divorce my personal attitude about it from my offi- 
cial attitude with regard to those two companies. 

Q. Would you be prepared to accept a 
recommendation from this Commission that there 
should be no difference between the price that you 
are willing to pay for Southern Alberta gas and 
the price that you are now paying for the Northern 
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le We could not accept it without going 
back to the people who are going to pay for it, and 
determine that they are willing to accept it. 

Q. f regard that. as so important, Mr. 
Kayser, that I am going to suggest that you do find 
out and do tell us whether you are prepared to pay the 
very 22¢ for the gas,insofar as it comes from Alberta 
only,that you are now buying from Mr. McDonald's 
company? 

Ma. JPACELDLOS Will you not help out poor 
British Columbia? 

MR. FRAWLEY: I am very magnanimous, and 
I include British Columbia as well, but the shoe- 
Wawer ehould always Stick to his last. 

MR. CHAMBERS: Is that a question or a 
request -- which? 

MR. FRAWLEY: Yes; Ll am putting a question 
to the witness. 

THE WITNESS: I understand the question 
and I think I can answer it in his language, that 
the shoe-maker ought to stick to his last. 

MR. FRAWLEY: @Q. Well, as a shoe-maker 
you are a gentleman who goes back to the Board from 
time to time and discusses matters? 

A, ieb LS Cie. 

Q. You are going to stick to that busi- 
ness, are you? 


A. Yes, that is my answer, 
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Q. Are you going to stick to that? 

A. That is my answer. 

Q. Ang your wllie do that;* will: you; > Mrs 
Kayser? 

A. Do what? 

Q. Will you discuss this with your Board? 

A. LieLouno. a guestlom ofl dilecussing 
fee wigeethe Board, The Board is in exactly the same 
position as I am in. 

Q. Mr. Kayser, I am going to point out 
to you in a moment or two the seriousness of this 
insofar as the people who purchase gas in the Peace 
River area are concerned. You have told me that 
the 22¢ have set a pattern for gas contracts which 
Westcoast has been able to offer the producer. We 


are agreed on that, are we? 


A. It sets it for those particular amounts, 


but there are conditions under which a larger amount 
could be --- 

Ga Wupete 2¢2/e¢ in 20ryears? 

A. No, no; it depends on what was the -- 
what was paid for the gas that came out of the Peace 
River district other than under this 22¢ contract. 

Q. Well; nowy i tamrafraidethat wl sam><- 
you have lost me there. IT will have to tell you 
that I do not know just what you are speaking of. 
Would you mind elaborating? 


A, I will say it simply in this way: 
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Suppose that Westcoast sold -- just make it a hypo- 
thetical case -- sold gas for 50¢. Then, it would 


be in a position to make its 7 1/2 per cent return 
and still pay a very substantially higher price for 
eas in the*field. 

Q. That is, Southern Alberta gas? 

Bs I thought you were talking about Peace 
River gas. 

Q. That te right, . lam. 

A. But you said "Southern Alberta". 

Q. But I thought you now were talking 
about Southern Alberta gas, and I am talking about 
Peace River gas. 

A, No, [I am not. I am talking about 
additional quantities from the Peace River. 

Q. Additional quantities? 

Pie Additional quantities. This is an 
illustration. If we were to pay 50¢ for those 


additional quantities then it would be possible 


For Westcoast tO make its 7 1/2 per cent return and 
Dayea higher price for gas in the Peace River dis- 
CEL. 

Q. Well, yes, but that depends upon the 
2e¢ remaining as it is, and there is no escalation 


in the 22¢. 


A. No, but the 22¢ could remain as it is 
and additional quantities could be bought at a 


higher price. That would take care of the higher 
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Q. Ioeee.c and you think thet. in that way 
benefit would come -- substantial benefit would 
come to the people who have now bound themselves to 
Westcoast for 20 years with a maximum 12 1/2¢ gas 
price? 

A. I think that is the way that thing 
worked, yes. 

Q. Mr. Kayser, you say that you are on 
the Board of Westcoast? 

a OF .Yi0 s 

Q. You have a share interest in Westcoast? 

A, Yes, but no representation on the 
Board, and have nothing to do with the management. 

Q. re you aware of an organization known 
as Northern Foothilis Agreement? 

A. I assume it is made up of four of the 
major companies; is not that right? 

Q. Yes; Shell, Texaco, and two other names, 
Perhaps you know them? 

A. Yes, L know them, They are the four 
majors in what are called the Northern Foothills. 

Q. I am glad you know something about that 
because now we are going to discuss it. 

THE CHAIRMAN: Let us get the names first. 

MR. FRAWLEY: Q. What are the other names? 
Texaco --- 


A. Let me see if I can name them. There 
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Ae the Texas Company, Shell --- 

Q. Mr. McDonald probably can remember them. 

A. I can -- Mobil, which is a subsidiary 
of Socony, and Gulf. 

Q. And who? 

A. Cli. 

MR. MGRGNALD: British-American. 

THE WITNESS: Yes, through British-American. 
I thought that was Gulf. 

THE CHATRMAN: May I get these right, Mr. 
Kayser. Shell, Texaco, Mobil, and now the fourth one 
is British-American because British-American controls 
Gulf of Canada: is that Picney 

THE WITNESS: Well, Gulf controls British- 
American -- well, I don't care which way; call it 
British-American. 

MR. FRAWLEY: Q. I feel the same way as you 
do about it, Mr. Kayser. Anyway, that is the fourth? 
A. Phate.S Picns.. 


Q. I am told that those four companies 


have formed what they call the Northern Foothills Agree- 


ment. 

A. gt agai Sarge Wo Pe 

Q@. And that they own about 3 1/2 million 
acres of petroleum lands in the Peace River country 
on both sides, Alberta and British Columbia; is that 
about right? 


A. Lichen that Ls about Pieht; 
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Q. And I am told that they will not 
Sell to Westcoast on the present price permit, is 
that also right? 

As Now, I can't speak for them, 

Q. Well, I thought you and I were going 
to discuss this thing rather freely; but you don't 
know that? 

A, I didn't know it; I have no way of 
knowing it. 

Q. I am putting it to you that that is 
SO. You just are not in a position where you can 
accept it, eh? 

THE CHAIRMAN: Well, the witness says he 
does not know. 

MR, FRAWLEY: Q. Then you cannot accept 
that, if you do not know? 

A. I am accepting anything you tell me 
as a fact, but I don't know other than as you told 
it to me, 

Q. Well, we will perhaps be getting int 
assumptions and I could pursue it more rapidly with 
either Mr, McDonald or Mr. Hetherington. 

A. That is up to you. I am willing 
to answer anything that I know, 

Q. You have obtained some increases in 


gas prices that you are supplying to the distributor. 
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When I say "you" I mean either Pacific Northwest 
or El Paso, You have obtained some increases 
in price? 

A. We are regulated by the Federal 
Power Commission and permitted to earn, heretofore, 
a rate of return of 6 per cent. We have not been 
able to keep up with that, because of inflation, 
but we are now trying to get the right to earn 64 
per cent and, of course, we have had necessarily to 
file, from time to time, rate applications to get 
a sufficient amount of revenue to produce that 
amount of return to the company. 

Q. Well, let me put this to yow this 
way: at the prices you are now getting, apart from 
what you have filed for and by way of increases, at 
the prices you are now selling to your distributors 
are you able to pay more than 22 cents to Westcoast 
at the border? 

A, Not without having to take the 
additional amount into account and making applica- 
tion for a rate increase for that additional cost, 
as well as others that probably will occur between 
here and the time that that might take place. 


You understand it is not sensible, in 


utility operations, to run down to the Federal 


Power Commission and try to file an application 
for a rate increase every time you have a small 


amount of increase in your costs, There is no 
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way to do it from a practical standpoint except to 
Stand the gaff as long as you can and then come 
in with a rate application and hope to get the 
Commission to let you have it, 

Now, we have been doing that for ten years 
and we have never caught up quite; but we are not 
complaining about it. That is part of the busi- 
ness. We like the business, We think it is a 
good business, 

Q. Under your present set-up, and 
without going to the Federal Power Commission, with 
respect to this particular matter could you not pay 
more than 22 cents with the ultimate object of 
paying more to the gas producers in the Peace 
River country? 

A. We would, if the Commission would 
permit us to pass it on and the rate payers were 
willing to pay it. 

Q. Without going to the Federal Power 
Commission at all --- 

A. No, we would impair our rate of 


return if we did that. 


Q. To what extent? 

A I have not made the calculation. 

Q. To a serious extent? 

A, To just as many dollars as it would 


be increased, and that would be serious. 


Q. You feel you could not improve 
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the Peace River gas producers! contracts at all 
without going to the Federal Power Commission ton 
authority to increase the rates at which you sell 
your gas to the distributor? 

A. It is imprudent for any utility that 
is limited to a specified return, as we are, to assume 
any cost that cannot be passed on to its customers, 
That is fundamentally wrong and I do not say you 
cannot assume it over a short time, but if you are 
reasonably sure you are going to have to stand it 
from there on, it is an unsound POLL CY Oompa G. 


MR, FRAWLEY: Thank you, Mr. Kayser. 


MR, HELMAN: Can I ask one or two questions 
by way of anticlimax? 

THE CHATRMAN: We have no objection to 
that, Mr. Helman,. I think Mr. Kayser is quite 
willing to endeavour to answer further questions. 

THE WITNESS: I would be delighted to 


answer. 


BY MR, HELMAN: 

Q. Mr. Kayser, can we detach ourselves 
from these vast areas and just come down to Calgary, 
for a moment, The price that was given to us by 


reason of the operation of the so-called Calgary 


plan by Mr. Hetherington arrived at a cost of gas 
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in cents per Mcf, starting in 1960, of 18.25 cents 
and running on from there, and I observe that he put 


in, as his return on investment, a rate of 7.5 per 


cent, 

Now, as I understand your evidence, you 
are presently getting, in the United States, only 
6 per cent return on the investment? 

A. ves; We have filed an application 


which should yield us 65 per cent. I am willing 


to speak of our return as a 64 per cent return. 

Q. You will either have a 6 per cent 
or a 64 per cent return when that application is 
through, depending on whether it is granted or not? 

A. That is correct. 

Q. Tereiore, 11° Mr) Hethnerinevon 
had calculated the cost of gas here on the basis 
of 6 or 63 per cent, we would arrive, obviously, 


at another figure? 


A. Yes, sir, 
Q. Now, in your brief -- and I am now 
reading from page 5, Mr. Kayser -- you have a heading 


here, "Local Canadian Demands." 
A. weecwors', 
Q. And it reads: 
"In respect to local Canadian 


"requirements, because the various 


"sources from which the El Paso System 


"draws gas, large sources of supply at 
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"both ends of the system as well 
"as in the Septton tan middle, it 
"has great flexibility in meeting any 
"deficiency of gas Supply from any 
"particular source on its entire system. 
"For this reason we believe we will 
"pe particularly fitted to cooperate 
"with Westcoast in developing and sus- 
"taining its plan as presented in the 
"prief to develop large supplies of 
"sour Gas or sweet gas and make appro- 
"priate quantities of such gas so develop- 
"ed available for local demands, " 
Now, I am going to suggest to you, 
Mr. Kayser, that having regard to the Lemp AL ty 
of the El Paso system which you mention there -- 
and I suppose that includes the Pacific Northwest 
system -- that there should be-no 6 ha nis ae a Be eat 
in Westcoast supplying peak load requirements 
for the customers of the Canadian Western 
Natural Gas Company. 

A, Well. Wwe are in | position to 
help in that respect but, because of the climate 
Situation here and the great variance in peak 
loads, I don't know of any practical way except 
that as outlined by Mr. Hetherington to supply 
those peak demands, namely, to use, just as we 


do in our system, dry gas, as we call it, as 
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distinguished from residue gas; dry gas fields that 
have large deliverability, to use them as the means 
of covering peak demands. 

Now, I understood from Mr. Hetherington's 
testimony, I believe, the Carbon, as you call it, is 
a sweet gas field and has high deliverability. 

The practical thing is to use those to whatever ex- 
tent they can, We, however, do have a flexibility wit 
which, in case of necessity, we can help in covering 
peaks, 

Q. I have asked a number of witnesses 
this question and I have always been checked because 
I have been told they did not know, and perhaps you 
can tell me: 

Has your system got storage fields? 

A, We have a storage field, in the field, 
that is capable of taking in 70 million a day and 
giving up 70 million, and we use it six months of 
the year to put gas into it and six months to take 
out, roughly. 

Q. That is El Paso's system? 

A. Yes, in the Permian Basin, and that 
is, of course, a very small storage arrangement for 
so large a system. 

Q. Has Pacific Northwest any storage 
PASS? 

Ak No, 


Q. Will it develop any in the near 
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future? 

Ne We expect and we are now carrying 
out investigations to determine whether or not some 
structures may exist in the States of Washington 
or Oregon that are now filled with water and that 
would be gastight and could be filled with gas 
SO as to provide a substantial storage at the 
Marke. ena’or the dine; That is what is needed. 

it may be perme tted’ to say this, in 
this connection, obviously the best and most economi- 
cal storage is a natural storage of a free-flowing 
Sweet gas field, because nature has already given 
you the pressure; you do not have to put the pump 
TO ny and. false it wo you do not have to Pill] iat 
against pressure. You only take out at its own 
normal pressure as you need it, and we do that 
with dry gas fields in New Mexico in relation to 
our total demand. 

So it seems to me the most practical way 
of covering your continuous peak situation in the 
winter would be to have access to dry gas fields 
that have substantial permeability and are free- 
flowing wells. 

Q. What I was going to suggest to you 
was, that there was no reason, Mr. Kayser, why, during 
our peak load requirements, you should not permit 
these supplies from Westcoast to come to the City 


of Calgary and, at the same time, use up your 
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storage fields that you have on your system for the 
periods of time that we require peak load facili- 
ties. 

A. Well, let us be practical about 
this thing. 

Q. Why, certainly. 

A. It gets cold up here, colder than 
where we live; but practically every one of the 


cold spells that hit you flow down across us, 


Q. But not at the same depth, 

A. Not what? 

Q. NOG quite as .cold, 

A, Oh, no; but, nevertheless, they 


do create peak days in days of cold weather, 
Now, that creates a problem for us, but 
I am perfectly willing to say to you that because 
of the size of the lines involved in the transactions 
we are talking about there is substantial pack in 


those lines that can be useful both to you and our 


system, 

Q. You mean the lines themselves have 
storage space in them? 

A. They have pack in them. 


MR. HELMAN: Thank you very much. 


THE CHAIRMAN: Me. Chambers, I assume 


— you want to ask Mr. Kayser some questions? hi 
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just wanted to find that out from you because it 
is my intention to call for a ten-minute break, 

MR, CHAMBERS: I. do not propose to ask 
Mr. Kayser any further questions, 

THE CHAIRMAN: DOU MO “nob? 

MR. CHAMBERS: Do not. 

THE CHAIRMAN: Ie “do NOt thinkathus 
will take -- oh, no, I think we had better have our 


ten-minute break now. 
---Short recess. 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearings. 

MR. FRAWLEY: New Chairman, i woetld Iie 
to ask Mr. Kayser just one more question. 

THE CHAIRMAN: I am sure Mr. Kayser will 


Der Wee line tO submit to Ut. 


BY MR. FRAWLEY (Cont'd): 


Q. Mr, Kayser, if you turn to page 
33 of the Westcoast Transmission submission, there 
are set out the contracts which Westcoast has both on 
the British Columbia side and the Alberta side and, 
looking at the contracts in British Columbia, you 
see there ‘that Gulf State’ O11 Company of Canada 
and El Paso have contracted with Westcoast. 

A. Yes, sir, that is correct, 


Q. And El Paso has a large interest in 
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Gulf State O11? 

A. Yes, it has about a 15 per cent 
to 18 per cent interest in Western Natural, which, 
in turn, owns Gulf State Oil of Canada, 

Q. And El Paso and Natural -- what 
did you call Gt? 

A. Western Natural Gas. 

Q. Thegeare wesociated, of course, as 
you Gold us? 

A, Jhegte is eorrect, 

Q. Westcoast will require further quan - 
tities of gas out of the Peace River district other 
than those set out on page 33 of the submission? 

A. That is correct. 

Q. Can you tell me what price, at the 
wellhead or what gathered price this Gulf State-El Paso 
group will ask for those further requirements? 

A, Well, I think I can answer it this 
way, that we recognize we are not in a very good 
position about it, but we certainly want all we can 
get. 

ae When you say "we" you are a seller 
now? 

A. Yes, I am speaking of El Paso and Gulf 
State, We are not in a very good position because of 
our dual interests on both sides of the proposition; 
but we certainly want all that we can get, I will tell 


you that now. 
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Q. Subject to that difficulty you might 
find because of the joint interests, you are going 


to get a better price than what you are now signed 


up for? 
A, Yes, sir, we want a better price. 
Q. You think you will get a better 
price? 
A, Well, we hope to, 
Q. I am not saying how much better, 


but you hope to get a better price? 

A. We certainly hope to, 

MR, FRAWLEY: Perhaps I can make this 
clear by making a statement. The price I was refer- 
ring to in the one~price purchase contract in the 
Alberta Peace River district which I did refer Lee 
I want it understood, is not a wellhead price -- and 
I would like Mr. McDonald to correct me if I am 
wrong -- but a gathered price. 

MR. McDONALD: That 18 correct. 

MR. FRAWLEY: So the wellhead price 
would be something less, again? 

MR, McDONALD: that is correct. 


THE CHAIRMAN: Thank you, Mr. Frawley. 


BY THE CHAIRMAN: 
Q. Mr. Kayser, in August last the 


Pacific Northwest gave notice to all its customers, 
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including Westcoast, of a 2-cent increase in rates? 

A. That is about right, I think, 

Q. At that time B. C, Electric was 
getting gas from Pacific Northwest, and that increase 
applied to B. C. Electric, I believe? 

A. That I don't know. I didn't know 


that B, C. Electric was a customer of Pacific North- 


west. 
Q. Of Westcoast? 
A. Well, it is a customer of Westcoast. 
Q. The increase, as I understand it, 


came rignt straight through the B, Cc, Electric, 
Perhaps Mr. McDonald can tell us. 
MR. McDONALD: That was during the course 
of the interim supply of gas to the Vancouver area. 
THE CHAIRMAN: Q. Under those circum- 
svances, dO you think it is the righu thing for 
Canada to be in a position that she cannot increase 
the price to the United States and keep up with 


rising costs when it can come backwards that way? 


A. It was only temporary, wasn't it? 
Q. Tehops BO: 
A, That was only a temporary arrange- 


ment for the gas. 


Q. It does seem unusual, doesn't it? 
A. Yes, sir, I will have to say that 
LG is unusual. & 


Q. You said this morning, I think, that 
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gas should flow in whatever direction it is most 
economic, but I am sure you would agree that that 
would be consistent with the national interest ? 
A. YSS, Sir, Well, gas that comes 
across the international boundary has to be based 


upon the economics of both nations that are involved. 
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Q. Now I am going to release you 
from your oath and ask you for your opinion and 
I am going to direct this question to you having 
regard to your vast experience in the gas industry 
and all its operations and its financing: would you 
care to give the Commission any suggestions which 
might help in so far as making any recommendation 
as to how the national interest of Canada might 


be protected in any export policy relating to 


gas. 

You are not on oath, 

A. Not on oath? 

Q. POUecan OLSCUsS 16, 11 you ware co. 

A. That is, generally, a question of 
policy? 

Q. that is correct. 

A, Prom 8 National standpoins, of 
Canada? 

Q. TAA Le Correct... Sir. 

A. As to what its general policy should 
be? 

Q. Mates COrre Our. 13% 


---Whereupon the witness remained 
at the witness stand but 
testified further, upon re- 
lease from oath: 


A. Well, I would say what I said to a 


meeting of the -- not the Board but a number of the 
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Board members in a finance committee meeting of the 
sun Life in Montreal, that the economy of Canada is 
largely supported by the exportation of its 

natural resources, of which it has a great abundance; 
that gas is not substantially different from the 
other resources that you are exporting, lumber, 

pulp and the various other things, nickel, copper, 
OLE anersorforth, Vandiat would .seem to me that your 
poliey sould) be, substantially, the \same ae itis 
in relation to the others, 

Obviously, you are not exporting anything 
so important as energy to the injury of your own 
economy. You do not have to think but a moment 
to know that our entire standard of living is based 
upon our use of energy. If you do not have any such 
use, you are remanded back to these strong arms and 
these legs. From a standpoint of energy resources, 
you are entitled to give it more careful considera- 
tion than you would give other things which are not 
related to energy. 

Now, I think that the general policy that 
I understand to have been advocated and generally 
thought of as being sound is that you should deter- 
mine what your surplus is above the needs of your 
own consumption. Some people have said it should 
be for fifty years or one hundred years. aire ab gl ae 
now, that is not ractical. Over a period of twenty- 


five or thirty years, that is as far as anyone can 
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be expected to look forward; so that when you have 
made provision for your an demands over that 
period, it seems to me that you have surplus and 
that you should be willing to export it. 

Now, I am like your geologist. I think 
you have a great potential, but you cannot afford 
-- now, you asked me for my opinion and I am voicing 
it, for once, from the position I am presently 
in -- you cannot afford to say, of your own de- 
mands, "Yes, we will find a great deal more gas 
and, therefore, we can export most of the proven 
resources right now." 

You cannot afford to do that. You should 
have your own demands in at least as good a position 
in respect to export as the customer who takes the 
export will be in when he gets a contract for your 
Sas. chav 1S, With a supply over twenty-five or 
thirty years. But when you have determined that, 
in my own judgment, with the little I know about 
the balance of trade between two countries, a pipe- 
line connection with an export that occurs con- 
tirmousiy through that pipeline so that you can 
calculate, years ahead, what that is going to be 
worth to you from the standpoint of balance of trade, 
taxes and so forth, I think that is certainly an 
excellent method of export trade, 

OOvious ly. cue eooG" lor us; rl mean, we 


do not have to argue about that. 
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So you take all the evidence that is before 

you 7-- “andy there isa Sreat mass of it “- and use 
your judgment as to how far you want to go in 
evaluating it and, obviously, you should not make 
any mistakes, yourself ( I am sure you won't) but, 
when you have done that, I think you can, with 
confidence, export and get the value of that con- 
tinuous source of revenue, 

That is my judgment. 

Or Nei Osi ye ine Turtherance cr that, 
may I say this and ask your reaction: once a 
market in such a thing as natural gas has been 
established in another country with sources from 
another country, with the terrific investment in 
pipelines and distribution and, indeed, a dependency 
by industry and all the other uses to which natural 
gas iseputvon that’ source of supply, does it not 
become something that is so vested that, even though 
a contract is given of twenty years, it would be a 
Venye GeoysdlolLiLeulcething toonov’ continue it? 

A. I think that is an element that must 
be considered, vou Gannor Mently say, “TAL erent, 
we will let this go now; we have got it and it looks 
like we have got plenty, but, if we ever get 
pinched, we will take it back." 

I think that is not going to make for 
any good relations between two countries. 


So you have to use judgment, taking into 
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ANGUS, STONEHOUSE & CO. LTD, Kayser Leg 
TORONTO, ONTARIO 
consideration that to take it back is not as easy 
ag it sounds in just speaking of it now. 
Q. Then where, to whom and what market 
gas leaves the country is a very important considera- 


tion, apart altogether from price? 


A. Se ae 5 1 think that that 
is true. We take it into consideration, ourselves, 
in the service to our own customers. Everyone 


is familiar with the interruptible lull and that 

is based upon the fact that the customer can 
easily substitute another source of energy for the 
one you have been supplying. 

Nw, the same kind of thing would be an 
idea that you have to take into consideration. How- 
ever, from your standpoint of long life, frequency 
Of démand and a thing upon which ‘you can depend 
as a source of revenue to your country, the general 
(eo ace by population, I think, is more depen- 
dable for you. than for a particular industrial pur- 
pose and I think that, in the long run, it will 
be more satisfactory to you to go ahead and assume 
those obligations, as far as you want to assume 
them (now, you should not over-assume them); but 
assume them as far as you want to assume them, ex- 
pecting that you would fairly well continue on 


unless conditions radically changed. 
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~. cannot help but say this: so far as I am con- 
cerned it looks to me like the economies of the 
two countries are pretty closely bound; not only 
the economies but the peoples themselves. I feel 
that way when I come up here and I hope some of 
you feel that way when you come to us. 

THE CHAIRMAN: I think we all feel that 
way. 

A, And I think a reasonable sharing, 
if you want to say it that way, not taking into 
account all the dollars that change hands, but all 
the natural resources, particularly energy, is a 
thing that is proper and normal and in the long 
run will produce the best development in both 
nations. 

THE CHALRMAN: Of course, Mr. Frawley, 
some of the oil producers would share vhose 
sentiments. 

Mr. Kayser, on behalf of the Commission 
T want to thank you very much, indeed, for coming 
here. You have been very good in submitting your- 
self to examination and answering to the best of 
your ability, which has been high, all the ques- 
CLONE. Dis vO you. We are particularly grateful 
because the Commission does intend to make an 
interim report on certain aspects of the gas 


industry as soon as possible after obtaining all 
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Kayser Pe34 


the evidence and your presence here today has helped 
us very much. 

A. I want to say your talk to me, then, 
is full compensation for my having come, 

THE CHAIRMAN: Yes, Mr. Pattilic? 

NLS SN Had I Mr, Chairman, I had been 
proposing to call Mr. Hetherington as my next witness 
but in speaking to Mr, Chambers and the gentleme.. 

Mr. D. P, McDonald made it clear to me that he took 
full pride of authorship for the brief so I have 
suggested, in fairness, the proper thing to do is 
now swear Mr, McDonald and I will direct the ques- 
tuone.cto Me, McDonald <with Mr. Hetherington sitting 
there and they can elect which one is going to answer 
the question with both under oath, 

THE CHATRMAN: Very well. 

Mite) Ge PhO Would you please swear 


Mr. McDonald. 


---D, P. McDONALD, sworn. 


Mh, FAVTLLLO- This eroup of questions 
that I propose to direct now is going to be directed 
tO, the production of the Fort St. John area including 
the by-products and I am directing your attention, 
starting at page 33 of the brief and also starting 
at page 13 of the prospectus of Westcoast and dated 
September 11, 1957. in the prospectus, page 13, 


about the middle of the page appears this statement: 
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"Approximately 65 per cent of the 

"gas initially contracted for purchase 

“by the company is covered by contract 

"with Pacific Petroleums Limited and its 

"associated companies," 

And looking at page 33 of the brief, we see, beginning 
with the British Columbia situation that Pacific 
Petroleums, beginning November 1st, 1958, is supply- 
ing 230,000 Mcef; Phillips Petroleum Limited, commencing 
next year, agrees to supply 62,500 Mcf and beginning 
next year, J. B. White agrees to supply 30,000 Mcf 

and beginning next year Gulf State O11, etc., agrees 
Caeupoiy 5.000 Mem. so that, am Lk correct in thinking 
that for this year, 1958, the whole of the supply 

in British Columbia is being put up by Pacific 
Petroleum? 

MR. McDONALD: That is true. The gathering 
system is only constructed to the Pacific Petroleum 
field; in 1958 the gathering system added the 
other fields by about November 1st, this year. 

Ge And of these other three companies 
or groups,has Pacific Petroleums Limited any interest 
in any of them so that any of them might be considered 
associated companies? 

A. No. L Would Say nov, They have 
no interest that I know of in Phillips or J. B. White 
or Gulf State or El Paso. When I refer to 


associated companies, C.nadian Atlantic Oil Company, 
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Westcoast Production Company, Sunray Oil Corporation, 
Permo Gas, and people that are under contract with 
Panis. e, 

Q. I am looking at the situation shown 
on page 33, at the bottom of the page, for the 
Province of Alberta -- the first two -- that is, 
Pacific Petroleums Limited and then Pacific 
Petroleums and Westcoast Production Company are 
presently suppliyine 50,000 Mer. They come 
within the associated groups? 

A, Patter reat. 


Q. The other three, we know Imperial 


Oil is not in any way an associated company but 
what about Pathfinder? 
A, That is not an associated company, 


but that company owns part of the Pouce Coupe field. 


Royalite, Canada Fina are not associated either. 
Q. Mr. McDonald, would you mind 

looking at the brief that was presented to the 

Federal Power Commission on behalf of Westcoast 


Transmission Company Inc., dated April 26th, 1954, 


and I refer you to Appendix B and C? 

A, Yes, I have them. 

Q. Now in that Appendix B, under 
Alberta, at that time you had purchase contracts 


with Hudson Bay Oil and Gas, Union Oil Company 


of California, Texaco Exploration Company, all of 


whom apparently are no in under the present scheme? 
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TORONTO, ONTARIO 


A. deeo oe eno. 
Q. What is the explanation for that? 
A. We offered to the group, as you will 


notice the group operates the two fields, Tangent- 
Dunvegan -- we offered a contract to our producers 


in Alberta and they did not see fit to execute it, 


Q. Although they were in the original 
scheme? 

A. Yes, they were in. the original 
scheme. 

Q. And then, looking at Appendix C, 


we have letters of intent and, in British Columbia, 
am I correct in thinking that the letters of in- 
tent existed under the original scheme from 

Socony Sun Oil Company, both of whom are not in 
the present scheme? . 

A. You will notice that Blueberry 
Creek is White and Lioyd. I believe White and 
Lloyd have computed in their contract both the 
Sun Oil Company lands. 

Q. So the Sun Oil Company must 
have sold --- 

A. Farmed out or some arrangement, 
so we are under no necessity of dealing with Sun 
Oil Company. Socony Vacuum is one of the part- 
ners in the Northern Fieldsagreement group and 
now known as Mobile Oil. 


Q. It is not entered? 
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A. No, we do not have a contract with 
Northern Fields agreement. 

Q. Then were there letters of intent in 
Alberta dealing with Eaglesham? That, as I under- 
stand it, is in the Socony --- 

A. It is in the same group as Tangent- 


Dunvegan ownership and is not included. 


Q. And did not come into the scheme? 
A. ghee ice ae Bed aoe 

Q. Dixonville? 

A. That field, on further exploration, 


did not turn out to be a suitable field and was not 
considered. 

Q. The Heart River field? 

A. That is a very small field and 
not taken into account. 

Q. Then Valleyview field? 

A. That 38.2 very smallefleld and it 
is not accessible to the pipeline at the present time. 

ae What about Whitelaw? 

ae Whitelaw was an option on gas and 
Whitelaw is detailed in my brief. The matter will 
be reconsidered this year as to whether or not that 
will be taken into the system this year. 

o. That is an option they must negotiate 
with you some time prior to January 1st next and if 
you cannot agree upon a price, then after that date 
they are free to deal with whomever they wish? 
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Q. And this Stanolind Oil and Gas Company, 
South Pouce-Coupe -- is that what you call it? 

A, South Pouce Coupe field, yes. 

Qe And the Dunvegan field -- you do not 


have a contract? 

A, No, 

Q. Now, is the reason for not having 
these contracts which were either contracted for 
or for which you had letters of intent under the 
original scheme the dissatisfaction of these pro- 
ducers with the prices that are presently being 
offered? 

A. Well, that could very well partly 
be so. There are other matters to be taken into 
account such as funds for development, drilling, 
the timing of their budgetary requirements, and 
taings of that kind. Now, what was the major 
factor in their decisions in 1954 or 1955 I could 
notvyiof course, say. Price is not the only 


factor. 


Q. Have you given any consideration to 
how long the present reserves that you have under 
contract in the Peace River area will permit you 
to meet the projected supply requirements of 
Pacific Northwest, Inland and B. C. Electric? 

A. Yes, we have, Mr, Pattillo. 


Q. And how many years do you make it? 


———— A, Well, in excess of eighteen years. I 
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am speaking of delivery, and that is what you are 
referring to? 

Q. Yes. 

Ag Yes, on the basis of 400 million cubic 
feet a day discounted at 90 per cent. it works out 
in excess of 18 years. 

Q. So there will have to be further gas 
reserves obtained from some source in that area to 
carry out the terms of the contracts? 

A. Welly all that has to be doné’ is ‘to 
drill a few more wells. There are a great many 


millions of acres that have not been developed. 


Q. In the areas - - - 
A. Yes, in the areas. 
Q. - - - that are under contract - - - 
A. “= Ciaw are under contract to Us, 


Q. Now, as I understand it from the brief, 
looking at page 34, there are base prices shown with 
tue eases price of LO cents: effective to January lst, 
1963 and then the escalation commencing, which finally 
gets to a price of 12 1/2 cents in the year 1977 with 
a penalty provision that can be as high as four cents 
depending upon volume. 

A. That.is right, Mr Pattillo,: except I do 
not consider it a penalty. Teconsidersvit as an 
adjustment which is fully justified by the economics 


of transmitting gas. 
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Q. That is the way you look at it? 

A, ees PeenG explain, Mr Pattillo, 
that the 1/4 cent to 2 1/2 cent rate increase is 
the normal escalation which is as a result of the 
pipeline. As you continue to operate a pipeline 
over thewwears thes capital cost or the carrying 
Chearces.ol etic m1 ked capital is reduced by the 
amount of your amortised payments. Poe net 
resuliiis that your inberest goes down, and the 
Yesultelis that thevtaple is related to the decreasing 
expenditure of the company. ity -Oovunerewords, we nave 
more money to pay for the gas so we have made it 
available to the producer, and that is the basis 
for the step escalation that Mr Kayser referred to, 
except in the United States the escalation is usually 
made on the basis of five-year intervals. Obviously, 
Lhe eLype sol escalation that we have here, where 
the one cent is cumulative each year, results in 
a much greater amount of cash money in the hands 
of the producer over twenty years than taking it in 
three steps of a cent apiece. This tie, bebel evel 
and I can be corrected on this -- the first time that 
this type of escalation has been introduced into a 
large scale gas operation in America. As a matter 
of fact, I have never seen a contract in the United 
States that has this type of escalation. Trans - 
Canada copied this contract when they entered into 


their contracts. 
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Q. They did a little better in the 
move ? 

A. Well, it is much more favourable 
to the producers than the usual type of contract 
in the United States with the usual escalation. 
Now, I will finish with my own table of adjustments. 
Tie cose Cf transmitting gas is directly, related 
tO, the volume, Obviously, you can transmit 
460 million cubic feet a day at a more favourable rate 
than you can 300 million cubic feet a day, or less, 
and the adjustment table is related to that 
particular function of gas with the result that 
we pay six cents for gas when we are below 300 
million cubic feet a day, and as we accumulate 
Our firm eas saies up to 460, million cubie feet 
a day we arrive back at the ten cents which we 
refer Go in the first table, and that is a function 
of gas which, again, is something that is sound 
from an economic standpoint, and it enables the 
new pipeline company in Canada to serve its market 
in that way instead of doing it on the basis, say, 
of United Gas Company and El Paso and Tennessee 
Natural Gas, and all the other big companies. 
Instead of buying their gas at two, three and four 
cents in the field like they did they started out 
by saying: "We have used this adjustment to give 
us the same rate that every natural gas company in 


America got when it was instituted." 
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Q. Will you explain to me what, at the 
present time, the gas producers are getting? How 
much of this adjustment for transport is in effect? 

A. At the moment the four cents is in 
effecteat the moment. 

Q. Laces: 
A. That might change any time this year. 
Q. That is because there is less than 
the 300,000 - - - 
A, Tigueaes wLehio, plir PaACoLiLe. 
| Q@. Now, can you tell me, Mr McDonald, 
when you have quantities less than 300,000 moving 
through the line a day how much is that costing 
Pom transwissloneper one Shundred ‘miles? 
A. Ir have not any figures of that kind 


at the moment. 


Q. Well, there must have been some 
calculation as to what it was prooably going to 
Over co ovine Covesiinire ofr .. our cents anioeplay 
) on the basis that you have just told us? 
A. Yes, these were worked out on a 
| pro-forma basis. 

Q. Let me get to this, then: When the 
pipeline is transporting 460,000 a day what do you 
then estimate your transmission costs are going to 
be per one hundred miles? 


A. I have those figures -- I did not 


| 


work out any cost of transportation figures at 
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460,000 feet a day. I will have to do that for 
you. 

Q. Well, what have you worked them out 
at, Mr McDonald? At what volume have you worked 
out your transportation costs? 

A. Phnesherwme can do for you on that, 


Mr Pattiilo, is to refer to Exhibit C in which 
We Nave Our actual cosve., 

MR PATTERSON: The very back page? 

THE WITNESS: vWes.,aav. the very back oF 
the exniisivs. In the cost of a pipeline you 
understand that you calculate everything. You 
have to relate it to gas, and you have to relate 
it to volumes, and the cost on the basis of 
450,000 Mcf per day -- the cost of moving the 
gas in the Pacific northwest, 300 million feet 
a day, is between 19 and 20 cents. 

Q. Te “move Vc? 

A. Yes, per Mer, and that is the 
Clorecus.) could. come tO it, and that includes 
the full price of 6 cents, or whatever the full 
price is for the year 1960. 

Q. Well, with that volume there would 
be -- that would include the full price of - - - 

A, That is the full price of 8.09 cents, 
I think, 

Q. That is the adjusted price after you have 


taken into consideration what you have got out of 
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the by-products, net? 

A. No, that is the price shown by the 
schedule under the contract itself. You see, the 
volume for transporting is 415 million cubic feet 
at that particular price in 1960, 

Q. Yes? 

A, And under your schedule with reference 
to your contract which you referred to the amount was 
between 400 million and 425 million less the 
adjustment for pressure base, and it works out in 
the neighbourhood of 8.09 cents. 

Q. 8.09 cents? 

A. Yes. 

Q. And the difference -- then, you would 
Pieure 16 ¢Osts you another 12 cents to transport 1t? 

A. Something in that neighbourhood, yes. 

Q. Something in that neighbourhood? 

A, Vees 

Q. And with your volumes presently down 
then it is costing you - - - 

A. It would be something more than that, 
Just go to the year 1958, and the same would -- yes, 
it would be more than that because, you see, we have 
invested capital in machinery and pressure capacity, 
and the ability to pump 450 million cubic feet a 
day. 

Q. Yes. Well, would it be correct to 


say that at the present time it is costing you, so 
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far as the gas delivered to Pacific Northwest 
is concerned, having regard to what you pay the 
field producer and your cost of transmission, more 
than you are receiving? 

A, From the Pacific Northwest? 

Q. Yes. 

A. Decidedly not. We are only paying 
six cents for our gas, which reduces the overall 


cost by two cents. 


Q. Yes? 

A. And it would come well within the 
Pe cents. 

Q You say you would be well within the 
22 cents? 

A. Tec. 


Q. And when you get to the 12 1/2 cents 
to the producer will you not at that time, with 
no adjustment upwards in the price, have a combined 
cost that will be more than the 22 cents? 

A. Decidedly not, Mr Pattillo, because 
the increase is compensated for by the decrease in 
the interest that we pay out, so it does not affect 
our net return to the company at all. 

Q. Will you work out some further 
calculations for us on that, and have them for us 
tomorrow, Mr McDonald, because according to the 
calculations which have been worked out roughly by 


us -- you must appreciate that we are not in the 
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gas business --it would seem to us that there were 
periods of time when the two were exceeding 22 cents? 
That is from the figures that we had, and, as I say, 
we do not pretend to be in the gas business, and we 
we would like some further work done on them so that 
we can be sure about them. 

A. Yer. Well, I will be glad to work 
it out and explain it to you tomorrow. You do 
suggest we work it out for you for 1958, 1959 and 


1960? 
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Q, Yes. Will you explain to me regard- 
ing the sale contract of Pacific Northwest what this 
means on page 9 where it says: 

"The Buyer agrees to accept and pay for 

"for all gas delivered by the Seller 

"to the Buyer under the contract term 

"provisions herein prior to January 

"First, 1959 at demand and commodity 

"rates which are based on 90% load 

"factor resulting in a price of twenty- 

"two and one-quarter (22 1/4¢) cents." 
What does that mean? 

A. That means your demand charge for 
the maximum day plus the commodity rate for the 
volumes of gas actually delivered, when added to- 
gether at the end of the year will give you a bill- 
ing that is equivalent to 22 1/4¢ Tor ali® Ol bier 2as 
ieatverco Carine thay period !° I think itis that 
particular year and thereafter it is 22¢, but you 
bill monthly on a demand commodity basis. 

Q. That is just what I want to get at: 
in order to come up with that calculation on the 
assumed quantities, what demand and what commodity 
price do you have? 

AK. The demand charge per month is $1.163; 
that is per month of contract for demand and the 
commodity charge, 18¢ per MCF. That is during the 


period that 22 1/4¢ is in operation and during the 
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period that 22¢ is in operation the demand charge 
is $1.095 per month and the commodity charge is 18¢. 

MR. FRAWLEY: What is that again? 

A. The demand charge is $1.095 for the 
2e¢ and 18¢, the commodity charge. 

MR. PATTILLO: Q@. The demand charge at 
the B.C. Electric is $3.21 a month. 

A. I believe it is marked $3.21. 

Q. And the commodity charge is how much? 

A. 20G;, 

Q. And the same figures apply to Inland? 

A. Lagceis rient. 

Q. When you make up that demand charge 
that you have just given us and that commodity charge, 
you calculate the two of them together to come to 
theyprice,ef 22 1/4¢/or the price of 22¢. Is it 
based on their taking the figures shown or is any 
allowance made for the fact they can reduce the quan- 
tities they can take by 50 MCF? 

A. No, Mr. Pattillo, they are presently 
under contract to take 250 million cubic feet per 
day at 90 per cent load factor, which is 225 MCF, and 
that is what they are to get every day. 

Q. Buy an they not reduce that by giving 
notice? 

A, They must give us 60 days! notice and 
they »canoreducenit up, to; January Ist, 1959 by 50 


million MCF, but they have not given us that notice 
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Q. Let us assume they did give that 
notice; then what? 

A. Then,-if they gave us: notice the 
demand charges would be calculated on 200 MCF, which 
would be 50 MCF less than the present contract demands. 

Q. And you would come up with different 
rigures? 

A. No, you would still have $1,163 -- I 
an Tiot ‘sure, of that and I will have to get the rate 
man to figure that one. The engineers tell me the 
demand charges remain the same. 

Q. As I understand what this demand charge 
ie, Wetime tsee) tf IL follow it through: what are the 
demand charges in the B.C. Electric contract? Ir you 
have a demand charge of $.21 a month, you multiply 
that by 12 and that will give us the demand charge 
for the year, and you multiply that by the largest 
quantity that comes through in any one day in the 
year, and that is what it costs for the demand charge. 
is that correct? 

A, Not quite. It works on a monthly basis. 
Lpevyour rune to January, 25! million as) your demand, 
Ditveam July Ttrgets’ up te 80u) theibidisiiare mendered 
monthly so when a new demand comes into effect it is 
in effect from that time forward for the next le or 
24 months in that particular contract until it gets 


higher, but the billing is done on a monthly basis, 
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not a yearly basis. 

Q. SO, you can keep crashing through. 

A. Yes, if they require that gas on a 
firm basis, we have allocated that part of a pipe- 
line to that MCF and it must be paid for ‘thereafter 
because we have given up that space. 

Q. Does the same thing follow insofar as 
the U.S. contract is concerned when you allocate to 
them, in arriving at the figures that you have just 
given us, 90 per cent of the requirements that they 
have specified, and while they may give notice to 
reduce those requirements, what I cannot follow pte 
then having allocated that much of the space to them 
and having reduced it by 50 MCF, why there is not 
Some penalty for that reduction? 

A, That is not what the contract says, 
Me Patiiiilo-. 

Q. Leappreciave 1t’ does not, put L am 
just trying to find out why, in the normal instance, 
there would not be? 

a Well, the contract was written on the 
basis they may or may not require the full 250 million 
cubic feet per day or the full 300 million cubic feet 
per day, and they have the option under this para- 
graph (d) of Article IV to reduce that quantity. They 
have not done so, so I assume they are going to take 


che 250 million cubic feet per day through to January 
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186, 1959" and, thereafter, 300 miliion cubic 
feet. 

Q. You have told us what the figures 
were, the demand figures and the commodity figures 
that make up this 22¢, and I would just like to 
Clesgreuty ele tany what the figures were that were 
proposed to be charged to Westcoast Transmission 
when the first scheme was in being. 

A. Do you mean in 1952? 

Q. The 1952-1954 scheme that was killed 
by the failure to get the permit from F.P.C. 

A. west That, of course, was a contract 
for a much different -- that was a contract between 
Westcoast Inc. and Westcoast Limited for, I think it 
was, the maximum at the end of the 5-year period of 
149 million feet per day. I think I am right in 
that. Just a moment until I take a look. Yes, that 
started out in the first year, Mr. Pattillo, at 66 
milition eee avday, (92 million ‘the, second year, 117 
the next year, 132 the next year and then grew up 
to 149. Now, the price that we worked out on that 
was $2.25 per month billing demand and commodity 
charge at 18¢ MCF. 

Q. So that the commodity charge remained 
the same in the contract with Pacific Northwest, 
put there was a substantial reduction in the demand 
charge? 


A. Yes, but certainly the big reduction, 
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the big change -- we did not deliver less than we 
Started out at on October 3rd with, roughly, 150 
million cubic feet per day, which is comparative 
to what we have been doing. We are now delivering, 
some days, 248 million cubic feet, so there can be 
no comparison, whatsoever, between the contracts. 
Q. Did that contract, the first contract, 
contemplate an escalation in the prices over the 


years? 


A. Nope Gadiainot.y fs) sematterion fact, 
it was not contemplated there would be any escala- 
tion unless with the consent of the customers in the 
United States that they thought it was in their 
interest for the escalation to be put there. That 
was covered by a contract or an arrangement entered 
into with the Portland Gas & Coke Company sometime 
1Nad953. 

Q. LT would like to ask you, for the 


moment, about how this price referred to in your brief 


on page 47, 48, the San Francisco Bay price of 34¢ 


and the deduction of 12¢, bringing it to 22¢ per MCF 


-- was that calculation that we see there, in fact, 
made at the time, or is it a subsequent adjustment 
to, substantially, 22¢? 


A. I just did not follow your subsequent 


-~- do you mean made out -- the net result was --- 
Q. Is that, in fact, the way in which you 


arrived at the 22¢? 
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as As set out in this statement? 

Q. Yes. 

A. Os Wee, cervainiy, 

Q. That is, in effect, the way it was 
arrived at? 

A. Yes, SurPicriy competitive factors. 

Q. Tell me why, if the gas was not going 
to go into the San Francisco Bay area, but going to 
go into an area further north which would cost more 
tO supply from the south, why the reduction rather 
than the addition of some amount? 

Pie Well, BE willl Just tell you the circum- 
stances so there will be no doubt about it. It was 
on June 20, 1954, the F.P.C. decided that the gas 
that was going to be sold in the San Francisco, 
Seattle, Oregon, Spokane, that side of Idaho and Utah 
and some other places, were going to be sold, by 
Pacific Northwest, from supplies from the San Juan 
basin. We were the unsuccessful competitor for the 
right to serve the market, particularly Washington 
and Oregon, and the only other market we knew of that 
we could get anybody to be interested in was Southern 
California; so on June 29, we arrived in San Fran- 
cisco to see if we could get that market, and as 
a result of this negotiating which included a lot of 
different schemes, for instance, to build a pipeline 
directly to San Francisco from some point on the 


border of British Columbia and Washington and many 
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other things were entered into, and the net result 
was that we found that the price of gas which the 
Pacific Gas & Electric Company was paying El Paso 
Gas Company was about 31¢. 

During the course of the few days that 
we were there, an additional contract was entered 
into between El Paso and Pacific Gas & Electric, 
Which added another 300 million feet a day. In 
addition, Pacific Gas & Electric had unused capacity 
in their 2,034 lines connecting the El Paso system 
and a great many factors entered and, actually, the 
San Francisco area were paying an equivalent of 29¢; 
so taking everything into consideration and looking 
into the future, it looked to us that 34¢ was about 
the price we should charge for our gas in San 
Prancisco. 

Q. L follow that, but if it was 34¢ in 
San Francisco why was it only 22¢ at Sumas unless 
it was going to go up into North San Francisco? 

A. The only price we ever got in our 
discussion with anybody to get gas directly from 
San Francisco via a direct pipeline was 20¢ at the 
border, which is considerably less than 22¢. We 
found that the most feasible method of getting gas 
to San Francisco would be to make use of the facili- 
ties of the Pacific Northwest Pipeline, which were 


already in the ground or going to be put into the 


ground. So we got together with everybody concerned 
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and the net result was as described by Mr. Kayser. 

There was a charge of a 3¢ figure as 
being the basis for the use of the LaCie Loy or 
Pacific Northwest to Boise with the pipeline built 
through Boise to North San Francisco for an equiva- 
lent cost of 9¢ per MCF, giving a net value of 320. 

That was just one phase of the discussion; 
the other phase of it was this: Pacific Northwest 
had in the San Juan basin -- you realize, the San 
Juan basin is very much closer to Seattle and Port- 
land than Texas; it is a good thousand miles closer 
and it is very close to the market area and the 
cost of transmitting the gas from the San Juan basin 
to Seattle, as worked out by the Federal Power 
Commission and approved by them, was 32¢ on the 
load factor basis we are discussing and the value 
of the gas in the field was in the neighbourhood 
of l2¢, and the balance of 20¢ was transportation 
cost spread over the different deliveries of gas by 
Pacific Northwest. We took all the factors into 
consideration. 

Our gas, actually, was not being marketed 
in San Francisco. The real market was in the Cali- 
fornia area. The best we could look for in the way 
of supplying the market, even if we sold the gas 
to Pacific Northwest, the best we could look for 
would be 22¢ because of the competitive value of the 


gas in the Pacific Northwest area, 
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Q. Do I understand you to say if 
Pacific Northwest had not bought Canadian gas but 
had brought the gas up from the San Juan basin, 
it would have cost them to bring it up to Spokane 
32¢, consisting of about 12¢ to the producer and 
20¢ in transportation? Is that right? 

A. Yes, covering all the gathering sys- 
tem of distribution in all the places in which they 
go. 

Q. If it were going to cost them 32¢ 
to get that gas up there, they have a Spread under 
your contract of 10¢, because they are getting your 
gas for 22¢. 

A, But they also have to, and I hesitate 
to say how much, about 700 or 800 miles of system 
before they could market that gas in the Pacific 
Northwest area. They have to come through the entire 
States of Washington, Oregon and Idaho, which is 2 
pretty fair piece of country. So to distribute our 
gas through that country they need the 10¢. 

Q. They would still have the same problem 
of distribution of gas they would bring up from the 
San Juan basin. 

A. Bringing gas from the San Juan basin 
and distributing it is an easier matter. In other 
words, the main line goes through their market area. 

Q. What I cannot follow -- and I wish you 


would explain it to us -- is this: if they bring 
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gas up and it costs 32¢ to come up to Spokane, and 
you start out at the border with 22¢, how this deal 
is not a much more favourable deal to have than 
the one they would have had if they could not get 
Canadian gas. I cannot see why the whole burden 
of this 12¢ should be put upon the Canadian company. 
I cannot see why there was not Something in there 
between the 34¢ and the 22¢ that was an advantage to 
them. 

A. i did not think you could see it, Mr, 
Pattillo, so I think I would like to introduce an 
exhibit which was filed with the Conservation Board 
in Alberta in March of 1955 for the exvress purpose 
of clarifying just what your problem is. I have the 
exhibit available and I will have Mr. Hetherington 
PU Ger Goa, 

Q. Right. May IT have 1t marked? 

A. Ves. 

THE CHAIRMAN: I wonder if you have any 
other copies? 

THE WITNESS : Yes, I have, Mr. Chairman. 

MR. PATTILLO: That will be marked as 
Exhibit C-13-1. 
---HXHIBIT NO. C-13=-1: Economics of Marketing 

Peace River Gas in the 
Western United States. 
MR PATTLLO<: I was just thinking, Mr. 


Chairman, it is just about half-past four and I 
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really cannot ask any intelligent questions about 
the matter. 

THE CHAIRMAN: It 1s too bad we had not 
had this before, 

The Commission will now adjourn, md we 
Shall resume tomorrow morning at 9.45. 


---Whereupon the hearing adjourned at 4.30 P.M. 
until 9.45 A.M., Friday, February 14, 1958. 
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Priday, 
February 14, 1958. 


---Upon resuming at 9.45 a. m. 


---Mr. Commissioner Ladner was not present. 


THE CHATRMAN: Gentlemen, the Commission 
will now resume its hearings. » Die Patol io... Wad 
you commence? 

MR. PATTILLO: Thank you, Mr. Chairman. 

Mr. McDonald, I would like to spend a 
1ittle time on this exhibit which you filed yesterday 
just before adjournment and see whether I understand 
exactly what this exhibit shows. 

MR. McDONALD: Ves, (irs, PavtuLLios That 
exhibit was prepared, originally, by Mr. Hetherington, 
and presented by him on previous occasions so, I 
think, if he dealt with it now, it would be better, 

Q. That is fine. Mr. Hetherington, 
am I correct in thinking this exhibit shows that it 
was going to cost Westcoast Transmission 22 cents 


per Mcf to purchase and transmit gas to the American 


border? 
MR, HETHERINGTON: Well, if I might --- 
Qe Just please answer my question and 
then make the explanation. Does the exhibit show 


it is going to cost 22 cents to purchase and transmit 
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gas to the American border? 

MR, HETHERINGTON: Well, that is not just 
one hundred per cent correct. nat is substantially 
correct with respect to the gas sold for export. 

Q. EG WOU Cost ee cents. for the gas 
sold Tor export to purchase it and transmit it to 
the border? 

MR, HETHERINGTON: Yes, that cost would 


inelude the rate of return to the pipeline company, 


also. 

Q. Rate of return of how much? 

MR. HETHERINGTON: Well, it is not just 
a number. 

Q. Percentage? 


MR, HETHERINGTON: LE Vs NOte seb. a. Der= 
centage; 1t varies with the year of service and is 
the actual dollar amount shown in our Exhibit C, 

aha BED Phen. Let us get at it again 
another way, then: the exhibit does show that it 
was going to cost 10 cents to purchase the gas? 

MR. HETHERINGTON: Yes. 

a» It shows that it was going to cost 
te cents to transport the gas? 

MR. HETHERINGTON: Yes. 

Q. And what you are saying is that 12 
cents includes a rate of return to the pipeline 
company? 


MR, HETHERINGTON: Yee. 
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Q. When we get to the border, as I 
understand, this exhibit also shows it would cost 
25 cents to purchase gas and move it to a point 
in Idaho and costing 12 cents, approximately, to 
buy the gas and costing 13 cents_to. transport: it. 
Is that correct? 

MR. He THERINGTON: Yes, S27, 

Q. And I assume that 13 cents also 
includes a rate of return for the transporting com- 
pany? 


MR. HETHERINGTON: NGS.) 20, GOSS. 


Q. Then it goes on to show that if they 


transported that same gas on to the border it would 
cosc ( cents. is that correct? An additional 
7 cents? 

MR. HETHERINGTON: Yes, that is Correct, 
that is the averaging cost from the point in Idaho 
to the various distributing points. 

Q. Right. 

MR, SRTHERINGTON: From. that. point in 
Idaho there are a number of delivery points 
starting with Boise, Idaho, and continuing en to 
Spokane, Hannaford, Washington and Seattle. 

Q According to this it cost 22 cents 
to get 1t up to this northern point in the proposed 
Pacific Northwest line? 

MR. HETHERINGTON: Thatois right. It 


was not only proposed, that was the estimated cost 
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and that was the actual cost, or, I should say the 
rate that was charged and has been charged for the 
last, approximately, one year prior to the rate in- 
crease that Mr. Kayser referred to. 

Q. That is the rate that was being 
charged by the distributing companies to the cities 
of Seattle, Spokane and these other northern cities? 

MR. HETHERINGTON: Thirty-two cents is 
the actual rate that was charged for about one year. 

Q. fs it not correct, if instead of 
bringing the gas up from the south you brought the 
gas down from the north, instead of it costing 32 
cents it would only cost 22 cents? , 

MR, HETHERINGTON: No, no -- and this is 
the reason. The figure of 32 °cents charged by 
Pacific Northwest was just on the construction of 
the facilities that they proposed to build in order 
to supply the Pacific Northwest and it included a 
large diameter line to Portland, Oregon, which was 
the principal load and then reducing diameters 
northward past Tacoma and Seattle, the end of the 
Pacific Northwest line. That was based upon this 
32 cents. There was a 6-inch line extending to 
Bellingham, Washington, when Pacific Northwest 
made the arrangement with us to take gas from Canada. 
This 6-inch line that ran to Bellingham, of course, 
was not large enough to carry the gas backwards; 


it was all right to carry the gas north because 


{ eayrary: 


| 


= & ban 


‘i tad tag? Set epee eh BP weal 0 
Hs Flio: Sirs ee noo anitvikiatelh eit yd demas 
prt Sig oexelt bas eimwBye VelIsese To 

19 Tle Ase? eee baa + et ty 

were’ ‘ete ae sVOTOM LAAN SaR - Cain 
Pas > tHORR aout sew ted? ster Tevgoa oay 

ate t: ite eetne’ Fon BL al 2. 

tupac: weiter demon igy eeg oat gatgabsd 
nites 0 ae Bassa. “Aero edt’ Motl AyOn Sam 
By Tet eed a vite bieow tf athes 

| Bods ben: = Oe. CI WIASHTSn: AM 
ar. Rey ree Loven Sa? ot sar odd 
oe 1s tenes at ie oe # «i? Seeweid cor » Miko eT 
pei Al BL iid ot Serie Hetdads paltrfiost ork 
Sigt vb hi t tem foe Ssiioet ett yldque te 


.s GERARD 


apunuos. to inecyattssa cdo aes teed ‘enh “noasSSeatin | 


- Scared: Reaeinte Troe Ipmios dildos of? ssw feds Bae 
i atenerinniniagced At steak pemriinis ‘gaw Sede Bien 


t 
oe Te. 


Foes e See ee UYT ot emMotggs. “eal 


= ak 
ee 
Fae vee lB | Oak 


bo berietsr TER RN LaM tend “epiaets 


eee eae BE: bf bate ed ae 
Pe a ety Des His eo ee fo Care 


a¥ pe RST HE Rahs: “af 


ay SLE 


2 
& 
vi. 
& 
$ 
®. 
= 


AR + PSMA Lene 


seitebl. deseGecediw (notanttenw. TAsdttted 


Sead coe pep) 
fee 


nea “San Ged of “ease be Joe 


rebisklond wan sch eards Jd: ‘agen See 
sanwandd Jaocen teas He waeae, of? Lie sin Ft 


4 - 7 


a Ah en itn as 


167 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Bellingham is a small community and does not re- 
quire very much gas. So, Pacific Northwest 
changed their facilities north of Portland. They 
put in a 26-inch diameter pipeline instead of this 
series of small pipelines right from Portland to 
Huntington at the international border go they 
could carry a full volume of gas imported from 
Canada. 

a)» That would not cost them very much. 

MR. HETHERINGTON: Threvactuas cost, aL 
those facilities, the annual cost divided by the 
amount of gas they were going to get from Canada, 
turned out to be 3 cents per Mcf and this inere- 
mental cost of taking Canadian gas was thus used 
by Pacific Northwest in charging 3 cents per Mcf 
exchange charge to El Paso. In addition to 
that, Pacific Northwest has this system north of 
Boise; there is, approximately, 700 miles of system 


involved and the annual cost of owning and operating 


that system, divided by the volume of gas sold in 
the area, as far as the Mcf, is based on the initial 
facilities they proposed. So, the actual cost 


to Pacific Northwest of distributing gas in 


Washington, Oregon and Idaho is the sum of the two 


figures; the 7-cent figure for the original facili- 


ties plus the 3-cent figure for the new facilities 
required to take Canadian gas, or a total of 10 cents 


Mecf, So, in order for Canadian gas to be competitive 
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with United States gas delivered in the Pacific 
northwest at a price of 32 cents the border price 
had to be 22 cents. 

Q. You really believe that? 

MR. HETHERINGTON: Yer, "sit. 

Q. Well, let us accept that then, 
Now, cell ws about this 22 cents <- thie cost of 
transmission of 12 cents. Actually, the trans- 
mission with the present load you are putting 
through that line is much more than 12 cents, is 
ify Coa ga gies 

MR, HETHERINGTON: I would like to leave 
that reply for Mr, McDonald. He has the figures 
Cimeat. 

MR. McDONALD: Me. Pattillo, im deaiine 
with your question yesterday we got into the matter 
of allocating cost of transmission facilities. 

Q. Rena. 

MR. McDONALD: The first thing we have 
to determine is, first: what were the contractual 
obligations of the company that is building the 
facilities. If you look at our submission as 
filed you find we have a contractual obligation to 
Pacific Northwest of 300 million cubic feet per 
day. We have contractual obligation to B. C. 
Electric and Inland Natural Gas of 2 million 


cubic feet per day. We are delivering only a 


very small amount to British Columbia today but we are 
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Signed a contract in January, February of 1955 in 

which we agreed to build facilities to service 200 
mititon reet a day; that is, 130 million to 

British Columbia and 68 or 69 million feet a day 

to Inland, making a total, for comparative purposes, 

of 200 million feet a day. So, as shown by 

Exhibit C, our investment in those facilities 

is $179 million and as of 1958 it will be $192 

million, as of November lst, this year. 

Then we have to take a look at what we 
have actually built. We have built for a capacity 
of 500 million feet a day, What we have actually 
done is built a system which has a nominal capacity 
of somewhere in the neighbourhood of 425 million 
per day and an actual capacity of 450 million feet 
per day. For instance, when we produced our com- 
pressor plant, the nominal capacity was 3500 horse- 
power engines. We, actually, have a compressor 
capacity of 4200 horsepower per engine. 

THE CHATRMAN: Mee Melons Lowchen Ca 
eult to hear you. 

MR. McDONALD: Lam Sorry. I was saying 
that we have a nominal compressor system of 3500 
horsepower of stations but an actual capacity of 
4200. 

My engineers, after the experience they 
have had over the last several months, tell me we 


can deliver 450 million cubic feet a day through 
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the system. So, for purposes of allocating cost 
I have taken 450 million cubic feet a day as the 
capacity of the pipeline system, That is the 
capacity in relation to the amount of money expended, 
$192 million, I have taken the fixed capital 


cost, taken that from Exhibit C, and for the pur- 


pose of convenience I will take the year 1958, 


You will note the depreciation in the operating 
statement is $6,735,000. The general taxes 
which are, of course, charged against invest- 
ment amount to $895,000. Interest, of 
course, also charged against investment, is 
$7,552,000. Amortization of financing expenses, 
which is also a proper charge ‘against fixed 
Capital, $102,000. Wiec Cives a Covel or 
$15,284,000 of fixed capital expense. 

Now, that fixed capital expense is 
eHeregea. SOO mi liton cubic feet to Pacific North- 
west, 150 million to the British Columbia customer, 


in other words, one-third and two-thirds. The 


amount allocated to Pacific Northwest, $10,190,000 


which is two-thirds of the $15 million figure. 


The amount of gas transmitted by Pacific 
Northwest is 83.07 billion, so the fixed capital 
COS0 S285i2.20>5 cente per Mcf., 


The other costs, then, are costs of 
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operating a system minus the fixed capital charges 
including the cost of by-products produced. And 
the by-products produced are included in the cost 
iy Live pareecular caluulation: 

And then administration and the other 
charges . ine total of he ‘other costs!is 
$11,881,000 a However, you will note 
we have included the cost of producing by-products. 
Therefore, we should take from our costs the 
revenue derived from the by-products. By-products, 
of course, include the profits from the gas pro- 
CESsiueeplancvewhien, Gor course, are not part of 
the pipeline system but an adjunct to it and 

his leaves a net total of $11,713,000. 

since these other costs are charged against all of 
the gas that goes through the pipeline, this is 
divided by the total gas transmitted through the 
pipeline during the year, namely, 96.518 
Datiiorn cubes feet leaving aycommodity cost, or 
other cost, of 7.65 cents which gives you a total 
cost for the gas transmitted to Pacific Northwest 
of 19.9 cents without including any profit in the 


sense of profit over and above interest, 
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MR. McDONALD: Now, Mr. Hetherington 
mentioned that his costs are based on 12¢. At 
the time the calculation to which he refers was 
made, the total estimated capital cost in this 


system was $142 million. That is for the pipeline 


and the present actual installed cost which is in- 
cluded in the figures I have here, exclusive of the 
gas scrubbing plant which, in round figures, I will 
say cost $20 million, where we calculated these costs 
at $142 million in 1955 our actual investment is 
$172 million, so we are very close to the figure of 
Mr. Hetherington for the 19.9 ¢. 

If you deduct the cost of gas, which, in 
this case, is 6¢, from that figure, you get 13.9¢. 


So for the first year of our operation we 


are awfully close to the 12¢ which he mentioned for 


the transmission of gas to the Pacific Northwest. 


Now, the same figures, Mr. Pattillo and the 
Board, relative to the year 1959 show 18 1/2¢ as the 
total cost of transmission and the figures for 1960 
are 19.6¢. 

Q. Well, Mr. McDonald, you made some 
assumptions there and I want to be very sure that I 
understand them. You say you have built a line 


which has a capacity of four hundred and fifty and, 


because of the contract arrangements as to ultimate 
requirements of Inland, B.C. Electric and Pacific 


Northwest, you have allocated that space two-thirds 
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to Pacific Northwest and one-third to your Canadian 
customers, is that right? 

MR. MceDO™MALD: That is right, yes. 

Q. Now, what I am trying to get at is 
this: am I not correct in thinking that when a line 
Such as yours is designed, and you have given us 
this cavacity of four hundred and viplbisesi ae ototetcnre Siow | 
Full line soperating at full capacity, with your pre- 
sent facilities? 

MR. McDONALD: I just don't understand what 
you mean. Mr. Fattiilo, That has the capacity when 
the gas is in it to operate at 450 million cubic 
Feet, that is true. 

Q. ves, and if you had your dine full. and 
overating at full capacity, that is what you would 
be delivering? 

MR. McDONALD: That is true. 

Q. Now, in fact, at the present time your 
line is running at about half capacity? 

MR. McDONALD: It is running at roughly 
two-thirds now, somewhere from 270 million to 300 
million feet a day. 

Q. Let us call it roughly 65 per cent, 
then? 

MR. McDONALD: Yes. 

Q. LT am correct, am I not, that when one 
is transmitting gas through a pipeline at 65 per cent 


load factor, the costs of transmission per 100 miles 
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are higher than if he were operating at full capa- 
city? 

MR. McDONALD: 2e8, 2£ domnot know that 
there is any question of that. 

Q. Because of the fact that the fixed 
charges for the system are there whether you are 
operating at 100 per cent or whether you are opera- 
ting at 25 per cent? 

MR. McDONALD: That is Derleevivari ent, 
Mr. Pattillo. 

Q. Do you also agree with me in this, 
that in determining costs of transmission, the capi- 
tal costs which have to come into the picture are 
greatly affected by the type of terrain through which 
you build your pipeline? 

MR. McDONALD: I can certainly testify to 
that. 

Q. And the terrain through which the 
Westcoast pipeline was built was not an easy ter- 
rain? 

MR. McDONALD: That is true. 

Q. Now, in the submission of the utilities 
in Alberta, under Sub-head S they gave to the Commis- 
Sion some figures on transmission economics and they 
Said that a 30-inch pipeline, which is what your 
pipeline is --- 

MR. McDONALD: Yes. 


Q. --- would have a daily capacity of 517. 
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Yours, in fact, would have a daily capacity of 450, 
giving an annual return of {.5 per cent and, taking 
the various costs, they come up with an annual Cost, 
per MCF per 100 miles, on 100 per cent load factor, 
of 2.13¢; on a 75 per cent load factor of 2.84¢ and, 
on a 50 per cent load factor, 4.25¢. 

Now, wouldn't the first correct thing here 
to determine be to pay no regard to whether this gas 
went to the U.S. border or went to Vancouver but to 
grb aich o determine, with the 65 per cent load factor, 
what your transmission costs were for all of the gas 
in the line and, if that was done, wouldn't you come 
up with a figure in the vicinity of 4d per MCF per 
100 miles of transmission? 

MR. McDONALD: ft haven't made the calcu- 
lation, Mr. Pattillo, but all I know is that these 
are our figures, they are actual and have been done 
in that way. This is the way you allocate costs. 
There is no other way I know of to allocate costs 
in a pipeline except the way I have done it. 

Q. I am not certain that I entirely agree 
With you. You are making the allocation today on 
the basis of what the line will ultimately carry. 

MR. McDONALD: Yes, because that is the 
investment I have made today. 

Q. Actually, the line ultimately will 
carry more than that? 


MR. McDONALD: Not without the adding of 
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more horsepower, and I have not added horsepower 


in these figures. 


Q. Let us take the present line, which 
comes to four hundred and fifty. Now, of that, to- 
day, you agree that it is only being 65 per cent 
used and, as I understand it, you agreed --- 

MR. McDONALD: Noypcvin, rattillo, please. 
It is being used 90 per cent by Pacific Northwest, 
as, far as their allocation is concerned. My figures 
are based on 90 per cent delivery to Pacific North- 
west. 

Say we are running 20 million feet a day 
hoepeCe Hlectric and inland... With, the capacity in 
that pipeline, our dollars in the ground (and that 
is the only way we can figure Lo are paying interest 
foudeltaver them 150 million feet. I have,,in my 


exhibit, page 45, the British Columbia markets. Now, 


these British Columbia markets I have put in this 
exhibit have potential deliveries and are not fabri- 
cated. They are the demands of the market by the 

B.C. Electric in natural gas and these are the markets 
they say, "you have contracted to supply to us and 

we want to be sure you have the facilities to deliver 


bor ws: 


Look at 1962, which is 231 million feet. 


This is not the point you and I are talking about. 


It ig lll million in 1960. You will notice that. At 


ae that point they would be about 60 or 70 per cent of 
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their capacity. 

Q. That is a different market than you 
have today. That includes the market of the new 
System as well as the present one. 

MR. McDONALD: Certainly not. The 1958 
market is there, 62 million feet. 

Q. Yes, but the figures you are talking 
about in 1962 I say include the new system as well 
as the present. 

MR. McDONALD: NO, sir. I am speaking of 
what is actually now invested or will be invested by 
November first of “this year. 

Q. I know that, but you used a figure in 
1962. 

MR. McDONALD: Well, I was) indicating to 
you that there is a market demand that we must be 
now preparec for and in which we now have invested 
to satisfy. We cannot go in and build in 1962. It 
has to be built long ahead of that, when you have 
the people on the ground; that is the time to build 
ifr 

Q. tan not ci oierzingethat at ally Mr, 
MeDonald. “I quite agree with you. I am trying to 
get at what is the cost of transmission through the 
line and, quite frankly, from the best engineering 
advice and so on I have got and taking the figures, 
I cannot accept the method of allocation that you 


have used. 
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MR. McDONALD: Wed lo iJm sonry.; Drhave 
been in this business for a good long time and I 
have never seen it done otherwise than this way. 

You take your demand costs and divide them against 
your demand and you take your commodity costs and 
divide them into your total volume and that is what 
you come out with and that is all I have done. 
There is no other way to estimate costs. 

Q. Supposing your sole market over this 
line was Pacific Northwest. 

MR. McDONALD: Yes? 

Q. hndevyoursuLic your line vo cover 
their anticipated needs in the future. 

MR. McDONALD: That is right. 

Q. At the present time you are sending, 
over the line,-something less than their future needs 
wolen wor dine musy cover. 

MR. McDONALD: That .e Correct, Nov very 
much: just 50 million feet less, at this moment. I 
think their figure is 240 million feet, today. 

Q. Yes, but they are going to step up 
their capacity considerably more than that before 
you are going to have to make any change in the line? 

MR. McDONALD: No, sir. They cannot step 
up one iota before any change is made. The capacity 
Spathie Mine wien is not used is entirely for 
British Columbia Electric and Inland Natural Gas, 


period, that is the fact. 


at. O39 4 BRUORSHOTS FUR 
ATO ,OTWOnOT 


HA 
“tL LAO 


NT af ree % pis me ae i Se ren 4 
t f 2 . ir ° te cape ay i 
A ay + a re re > ie | 2h ote rs PB AGE I avs is ee , 
es ee ‘ Ah ‘ tert 
ia hs * M32 Ga + ae | tS ¥ ote eV grt 
aa ’ ot ” te Aen okie > sling ie et ea , f: 
Sy ytent 2 Ys S ooS Lees 70", eee uQY 
co at 5 ‘ 2 apie tin o henge Hem 
oye ¢ ‘ets. yey Se, F Ketek. LES 
= 
yey Ae Spee San me ay Ietose aauroy ogni mene Sorvio 
fp 4 U, : . leh Ties ire eM * pnw 
a +. , : hae I : Mus ' § ave 3 FG wine) be hE, 
‘ : e x a f 
» A * - Pw aes ee ~ r= + 
a: toe ) < H = . 9 vA Fe es he ae eh): i 
Rae ee aa eet Pee " 
‘ 5 % ; , ot a See ee a SORLIC a 
e+? § om wt ® 1 er > 
er Ss fttaed ak md a 
Dt z . Yo er 
Sei i $k Come a4 
, Gi Pa Tee -_— 
ba ) Fe =f Y Oe Whe 5 hoe ee ~ 
: i heals act Rater te tee oye oie 
. & Be ae me Sree ad ee nae al hs GE — Paice eee 
A ¥ oer 
i 3 Egg ile ia fe ‘ He i” 
: 3 ‘ . P ‘4 
be ae ze cw, , Pe el eat: $512 se 3 rf - 


fel : : F a = 
; as oe ei i 2 ” “ ~ ret 
Paty Sy ure ch a Po mae h $5 As eal ‘ STi A & ertz ne a 
aes es ame sty 2 patra 
Sl a : ae, nin he 
é \ ie wat . ey ri Cee 
i ta z a kee a ~ h ey Rae 
€ : ed d on » fe Be aie a PEP Hs apn Cte toe We lpry 
E - ce . th 4 - ao k ‘ . 3 hb". i a aS Paha 
Ls a + re alee at ae a 
~ "5 “ mn op ORS) - i en - | 1 i 
ae 4 ‘, - < aka | iS * se) 
oi ot i fo ~ 5. ¢ PT ee de 
2 ‘ a 4 } Sel Seale Vid aot 
f = 
os I : 
xi gr § Pree oe rar 
Ours edad A Se 
-~ r 2 y= se % : 
2 r ; 7 oy 
F : 
Ae : : 
Neamen oe a4 : } . 
= P 
oe ; ‘tae ah Bees tom cat 45. ei ey? i 
rT; aoe wel Dea Dok aa Hore Aa 
rs fp i 
+. (hie ae 
St 


fri) Dein bas obstewial stdmlied sete ied 
./ 058 say,.02 Ree pet eeg 


= 


ANGUS, STONEHOUSE & CO. LTD. ies 
TORONTO, ONTARIO 


Q. Have you got a memorandum of those 
figures that you read off to us which you could 
file and which we could study, because the results 
you have given us differ so much from the calcu- 
lations I have been given that I would like to have 
them analyzed and, perhaps, ask you some more 
questions. 

MR. McDONALD: Well, I read the figures 


ivico. the’ record but I will transcribe them for you. 
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Q. Thank you very much, Mr. McDonald. 


May I just spend a few minutes on B. C. Electric? 

MR. McDONALD: Yes. 

Q. Now, as I understand it, B. C. 
Electric has a principal service agreement, and the 
prices that you are charging under that agreement 
are --- 

MR. CHAMBERS: What is the page, Mr. 
Pattillo? 

MR, PATTILLO: Page 42. 

Q. --- the prices that you are charging 
to B. C, Electric under that agreement are what? 

MR. McDONALD: $3.21 demand, and 22 
cents commodity plus an interruptible rate of 22 
cents, 

Q. And the quantities that they can 
take under that agreement are up to 130 million? 

MR. McDONALD: VES SoS SOL LE OT Rede 
feet per day. 

Q. Yes. Then, an addition to, that 
they have entered into another agreement for the 
purpose of acquiring gas for a thermal plant which 
they are building? 

MR. McDONALD: inate. Sarecni,. Me, Patri lo: 

Q. And the rates for that are how much? 

MR. McDONALD: $3.21 monthly demand, and 
ee cents commodity rate. That is a firm gas con- 
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Q. Very well. So that when these 
two contracts are being fulfilled -- the customer 
demand -- and the thermal plant has been built, 


72] 


B. ©, Electric will be taking off in the Vicinity 
of 230 million cubic feet a day; is that correct? 

MR, McDONALD: No they wild pare eG ort 
in increasing amounts each year. You will notice 
in the thermal plant agreement they, start at 24. 
mijlion feet a day on January 1st, 1961, 2. million 
feet a day in August, and then they go up at the 
rate of 24 million feet a day, if they require 
it, for another four years, but that will go up 
gradually. Similarly, with regard to the 130 
mietioo fect a day contract; that builds up as 
their market builds up. 

Q. Well, will you explain to us why 
this Canadian purchaser, when its volumes get to 

he amounts anticipated here, is going to be paying 
SO much more than is the United States customer who 
is taking off at Sumas which is a very short dis- 
tance from the take-off at Vancouver? 

MR. McDONALD: Yes, the explanation is 
simply that the United States customer is the first 
customer of the pipeline. He made it possible 
to build it in the first place, so his gas is 
being collected from very close to the end of the 
pipeline, and so is the gas that is gathered by 
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volume of 144 million cubic feet a day we are going 
to have to go pretty far afield. To get the gas 
we are going to have to build several hundreds of 
miles of gathering system which will cost $100,000 
to $150,000 a mile to build. All that has to be 
taken into account, so we have taken the gamble 
here and used our judgment as best we could, and 
we think this is a reasonable contract having re- 
Baro GO all or the future costs we can anticipate. 
We think that this thermal plant contract is a 
Peevjere.r contrac, tor 5. C, Bléectric, and itis 
within reason, so far as we are concerned, but it 
is a big job to get the gas to the pipeline and 
aeliver 1%. 

Q. You are going to have to do the 
Speme thing, are you not, to supply this additional 
gas that Pacific Northwest are going to take under 
the option they exercised a while ago. Are you 
not going to get additional gas for them? 

MR, McDONALD: Yes, and it will be 
gathered along with the other gas. 

Q. Are you charging them extra for 
that gathering? 

MR. McDONALD: No, but they are taking 
that in one lump at one time, and these other con- 
tracts are for several years and for different 
Deliveries. ip os a aiiterenv thing entirely, 


C. Does it not amount to this, that 
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the additional cost of getting this additional gas 
is being put entirely onto B. C. Electric? 

MR. McDONALD: No, I would not say that, 
Mi, “Fa uGLeLo, You have to look at the thing as 
a whole. 

Q. Well, you agree with me that there 
is going to be additional cost to get supplies over 
and above your present purchase contracts? 

MR. McDONALD: Yes, every time we connect 
a well to our system we must build a pipeline to it, 
and that costs around $100,000 a mile. 

Q. And those additional costs are not 
being passed onto the United States purchaser, but 
they are to B. C. Electric? 

MR. McDONALD: NO, Sud. We have a con- 
tract with B. C,. Electric to deliver this gas to 
them at a fixed rate, and we have to handle our 
economics so that we stay within these contracts. 

Q. Did not B, C. Electric take the 
view that they should pay a price somewhat similar 
to the price that the United States purchasers pay? 

MR. McDONALD: They certainly did, and 
that is what they got -- and I am using the word 
"purchaser" as "consumer", The Seattle Gas 
Company pays the rate that B. C. Electric pays us 
pDiveriy cents. 

ame You do not deliver to Seattle. 


MR. McDONALD: No, we do not deliver to 
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Seattle. 

Q. Then, why should the Vancouver 
price be based on the Seattle price? 

MR, McDONALD: Well, that was the com- 
petitive price of the gas at Vancouver when we made 
LAS COntra ct. 

Q. What you are saying is, if Van- 
couver had wanted to buy gas from Pacific Northwest 
that is what it would have had to pay? 

MR. McDONALD: No, it would have had to 
pay 3 cents more per Mcf because there is a duty 
on gas entering Canada. 

Os So you say it is perfectly proper 
to fix the price to them on the basis of the Seattle 
price, and make no charge for duty because the gas 
has come from Canada rather than from the United 
States? 

MR, McDONALD: Yes, the price -- we 
fixed. Cie. price, I can give you the commodity 
on the competitive value, but apart from that, 

Me. watbaido,. the amount of, gas. that B., Cy, Electric 
is buying at the moment is very small compared to 
the vast investment we have in the project, and 

the rate that we fixed will over the twenty years, 
tL piitie. Deas. falrerate. 860 Zarmas the pipeline is 
concerned, and an eminently fair rate so far as 

the purchaser is concerned. 


Qe If you would look at the Bechtel 
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Corporation study, the interim report of July, 1957, 
ae pase Ty cs 

MR. McDONALD: Yes? 

Q. I am looking at the year 1958. 

MR. McDONALD: Ves, (irwerattLlle? 

Q. That shows a revenue from the gas 
scrubbing plant of $4,568,000. Now, is that the 
net revenue to you after you have given the pro- 
ducers their share of that? Under your purchaser 
contracts, as I understand it --- 

MR, McDONALD: No, that is the gross. 

Q. That is the gross? 

MR. McDONALD: Yes. 

Q. And they get approximately 40 per 
eent of that, do they? 

MR. McDONALD: Yes, that would be one of 
the costs that is referred to below where you see 


"Cost of By-products Purchased" under Item 2. 


Q. Yes? 
MR. McDONALD: Well, that is 40 per 
cent -- 3/7 per cent, I think it is, and that is 


included in that cost of by-products purchased, 

Q. All right. Now, if you look 
at page H-10 --- 

MR. McDONALD: Yes? 

Q. --- you show there in that estimate 
for the year 1958 a total gas field purchases 


amounting to $103 million? 
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MR, McDONALD: No, you are looking at 


the annual volumes. 


Q. ham sorry: you are right. 
MR. McDONALD: Te Saoo ULL LOM, rouphiy, 
Q. Yes, and then looking at the market 
sales underneath -- those are dollar sales, are 
they? 
MR. McDONALD: No, those are billions 
of cubic feet again. 
Q. These are all cubie feet Tigures? 


MR. McDONALD: ver. 
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Q. Looking at schedule H6, at the 
bottom of the page, under the year 1958, there is 
there a figure of $18,276,000, which is the antici- 
pated revenue for this year from Pacific Northwest? 

Rn. McDONALD: Yes, thatvis correct. 

Q. And immediately above that, the antici- 
pated revenue from British Columbia Electric of 
$4,002,000; and above that the anticipated revenue 
from Inland Natural Gas of $1,985,000? 

MR. McDONALD: That is right. 

Q. Making a total anticipated revenue 
of $24,263,000? 

MR. McDONALD: Yes’ 

Q. Theav-ftpure- Ve carried forward on 
table 4 on H14? 

MR. McDONALD: Yes, thats sien: 

Q. Now, yous anticipate "a revenue of 
$4,568,000 from the scrubbing plant? 

MR. McDONALD: That is right, yes. 

Q. And your operating expenses that you 
anticipate are $20,098,000? 

MR. McDONALD: Yes: 

Q. So that if it were not for your revenue 
from the serubbing plant and’ the revenue from B.C. 
Electric and Inland Natural Gas, the profit figure 
shown there, the operating profit figure of $8 , 733,000 
would come down to a loss picture, wouldn't it? 
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today coming from the by-products and the profits 
made on the sales to B.C. Electric and Inland? 

MR. McDONALD: Mey. Pattilio, [ see your 
problem: you fail to take into account that the 
costs of operating the scrubbing plant are included 
in the operating expenses. 

Q. Where? 

MR. McDONALD: On table H14. 

Q. i don't think they are. 

MR. McDONALD: Yes, they are, in items 2 
and 3. sSo that the way I have calculated this is the 
proper way of doing it -- crediting to the gross ex- 
Deiiece wie revenue trom the scrupbing pliant. A sub- 
stantial amount of that $20 million is in the expenses 
or the scrubbing plant.’ The only benefit with the 
COsuFor Lranemission which you are trying co arrive 
ay would be from any profit that there might be in 
the operation, and it certainly would not be equal to 
the net income of $1,079,000 that we show over and 
Boeve aii these expenses, 

Q. Well, your scrubbing plant, according 
to H12, has an operating maintenance of $1,150,000, 
which is included in the figure of $2,815,000? 

MRe MEDONBLD: That is right, yes; but, you 
have to add the cost of the products purchased to 
that too. 

Q. Well, your products purchased --- 


MR. McDONALD: Yes, and in addition you 
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everything else. 

Q. So, you don't agree with me that the 
profits from the scrubbing plant operation -- you do 
admit that operates at a profit? 

MR. McDONALD: [ believe Lt does: 

Q. Yes. 

MR. McDONALD: In the year 1958, yes -- 
the best forecast we can make. 

Q. ine peste rorecast you Can makes the 
operating profit on that is the difference between 
the $4,568,000, the $1,150,000 and whatever part of 
the $4,563,000 that you pay back to the producers? 

MR. McDONALD: No, sir; plus the amorvui— 
zation or depreciation, plus the general taxes. 

Q. Then we come to the B.C. and Inland 
Gveravione: so far as Westcoast is concerned, in 
their ve liveries, to them there is no difference in 
those deliveries up the line than there is in the 
delivery to Pacific Northwest, is there? 


MR. McDONALD: Well, 1. tuet dont‘ follow 


You, ir Pattiilo. 
Q. You don't have to provide any dis- 


tribution system? 


MR, McDONALD: Oh, no. 


Q. So it is exactly the same insofar as--- 


MR. McDONALD: The same service, except 


there are more leader stations; there are, maybe, one 
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dozen delivery points. 

Q. For Inland? 

MR. McDONALD: For Inland and B.C. 
B.C, Electric his seven: 

Q. B.C, Electric has seven? 

MR. McDONALD: Yes; however, that is not 
a -Lapgeerexpense . 

Q. And you’ don't agree that because of 
chese higher prices you are getting from Inland and 
B.C. Blectric that those higheraprices are enabling 
you to operate this line at a profit, and that without 
Chemeyous could nov. doeso? 

MR. McDONALD: No. My position is that 
I have designed a program to take care of both classes 
of customers. I have built a gas scrubbing plant and 
it is in operation, and a gathering system which is 
in operation, and the whole net result is a profitable 
operation, When you allocate the cost between the 
two customers, the United States customers are bear- 
ing their share and are paying a profit. I might 
as well let you have the situation: as far as the 
British Columbia customer is concerned, allocating 
to the British Columbia customer 150 million feet 
Of theveapacity of this pipeline ,wand;! asul stated 
before, we must build that line now and invest our 
money now, and I suggest it is a fair allocation 
+o them. Their share of the fixed capital cost, 


which I previously mentioned, is one-third. The 
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allocated fixed capital cost to the British Columbia 
customers is $5,095,000 in 1958. Sales in British 
Columbia amounted to 14,508,000 on the basis of firm 
sales. If someone is checking this for you, Mr. 
Pattillo, they should remember that excess industrial 
interrupted is not firm, and therefore does not come 
into a demand calculation. oO, that is vSlisncly 
different than the figure set forth on my Exhibit C, 
though I believe it is segregated there. 

Q. Yes, 1t is segrétated., 

MR. McDONALD: Yes; it Ts segregated. So, 
On that basis, the fixed capital cost for 1958 as 
forecast in this statement of ours, which is what is 
aval taple te~us at “the moment, is-37-.67¢.° That ts 
what it cost us in 1958 to deliver gas on a fixed 
Capital charge basis to British Columbia. To that 
you must add the other costs, the commodity costs 
which are common to all carriers -- 7.65¢. So, in 
1958 every MCF of gas which we deliver to the 
British Columbia customers is costing us 45¢. If you 
look at the contract you will find that’ the maximum 
price we can charge under the worst circumstances to 
any British Columbia customer is 45¢. That is the 


Pizew ciferee “EM the “tariff, but Tam not sure it vis 


referred to. S50, we are not going to get that because 


they do not have the contract demand; they are opera- 
ting on a pay-as-you-go basis, or take-as-you-go 


basis, and the average price is going to be much 
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less than 45¢. It depends on your ability to sell 
interruptible gas within the demand valley, and as 
to what our average price will be; I think they will 
ao, Very weil out of 1%. 

Q. Do you know a Mr, Wright who was with 
Sunray at one time? 

MR. McDONALD: C,H. Wright, the chairman 
of the Board of Sunray Oil Corporation? 

Q. Yes. 

MR. McDONALD: [do very well; L know-him. 

Q. Do you know Mr. Adams? 

MR. McDONALD: There is a Mr. Adams -- 

PE you,ere referring to the Mr. Adams familiarly 
known as "Boots Adams of the Phillips Petroleum 
Company. 

Q. Vee. 

MR. McDON’ LD: Yes, I know him. 

Q. Were you with Mr. McMahon at a meet- 
ing in the United States where Mr. Wright, Mr. Adams 
and Mr. Fish were present? 

MR. McDONALD: I certainly was. 

Q. Did Mr. Fish tell Mr. McMahon in your 


presence that all he was going to pay for the gas 


that came from Canada was 22¢, and he insisted on a 
2) Der Gert interest in che company? 

MR. McDONALD: There was a great deal of 
conversation. Any time you meet Mr. Fish there is 


a great deal of conversation. 
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Q. Well, did it end up finally, that 
Was 1% == take iv. or leave it? 

Mi. McDONALD: io, don’ tt phanke Lh ever 
BOL tO ad take 1 or icave it basis. There wat a 
cesire on the part of Mr. Fish to gain not 25 per 
cent, but 50 per cent of Westcoast. The net result 
of all of the conferences was that we would continue 
negotiations in New York on the general understanding 


that the price would be related to 22¢ and we would 


give consideration to the 25¢ situation -- the 25 per 
cent share interest. 

Q. Share interest. 

MR. McDONALD: Yes. Mr. Fish was still 
Haven ecutet that point for 50, per cent; at, least 
that was his ambition. 

Q. So he was insisting on two things: a 
price no more than 22¢, and a share interest; and 
the two things were coupled together? 

MR. McDONALD: Yes, they were coupled to- 
gether in his mind, but they were not in my mind as 
a director of Westcoast, for this reason, Mr. Pattiilo: 
I might as well give you the story: We were going 
to sell something in the neighbourhood of 3 million 
shares to the public, and it didn't make any differ- 


ence to me, as a director of Westcoast, whether Mr. 


Fish's money bought it or somebody else's money 


bought it. So, what we were doing in Gre end, if 


Mr. Fish wishes to buy -- Pacific Northwest Corporation 
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wishes to buy roughly one million shares of stock 
at the going rate, he didn't know what they were 
going to pay for it: he didn't know whether he was 
Boing, toppay, o>) midiion, $6 million or $10 million 
ror 1.) “oOgm ver LOOKe tne precaution of giving him 
ten days in which to raise the money; he had to 
notify us ten days up to the offer as to whether he 
was going to pay and, if he didn't, we would offer 
them to the general pubiic, and somebody else would 
buy them. Now, that is all the sale of shares of 
Pacific Northwest amounts to. 

Q. Was this the situation, that Mr. 
McMahon and you and Mr. Hetherington found yourselves 
after June, for some reason -- June, 1954 -- for 
some reason the F.P.C. had turned you down and granted 
Me. Fish's application? 

Mee McDONALD: Thav ils right. 

Q. You people at that time had spent a 
Substantial amount of money? 

MR. McDONALD: The iG) Ss SPU... 

Q. Pacific Petroleums is the promoter 
of the company which had spent a lot of money? 

MR. McDONALD: Yes, they had controlled 
a lot of gas wells. 

Q. And unless there was a line or some 
way of getting the gas out of the ground from the 
Peace River district, they had substantial invest- 


ment tied up in the ground? 
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MR. McDONALD: Oh, no doubt about that. 

Q. Yes. You then -- the three of you 
then went to California to try and interest the 
people there in buying your gas? 

MR. McDONALD: That is right. 

Q. And after some calculations there 
you could not get to a satisfactory price that they 
were prepared to pay and that you felt you could 
afford to accept? 

MR. McDONALD: hate cS Plenc. 

Q. And then you came into conference with 
Fish, the man you had been fighting all these years 
tor Pacific Northwest? 

MR. McDONALD: No, Mr. Fish came into con- 
ference with us, and I will tell you why. 

Q. He didn't have the gas, did he? 

MR. McDONALD: (nav Ls nou sown sleacu. 
the Federal Power Commission in the United States, 
which is far more capable than anybody in this room 
of deciding who is to have the gas, decided he had it, 
but I filed an appeal to the Third Surrogate Court 
of Appeals in Philadelphia, and Mr. Fish had to come 
back and deal with me because he could not proceed; 
he could not finance his project as long as West- 
coast Incorporated had their position in the courts. 
Ties wiy he came up to’ see us, tolsee Af there 
was not a chance of an economic arrangement being 


worked out whereby this great market in the western 
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Part of the United States could be served. By 
Gage, Gime. Mr Pacoililo, we have learned a great 
deal more about the gas business than Mr. McMahon 
and Mr. Hetherington and myself knew in 1952. We 
had taken a good course in Washington and with the 
other financial people in the United States. 

Q. With the Texans, and you took the 
final course in the negotiations with Mr. Fish. 
Isn't it fair to say that the three of you were 
seeking to get more than 22¢ at the American border? 

MR. McDONALD: Yes. 

Q. And that you considered you needed 
more to make your whole project worthwhile? 

MR. McDONALD: Yes, I would have liked 
to have had more. It would have been a much easier 
proposal to handle all the way around. For instance, 
if we got 24¢ it might have been a ereav oli terence, 
but there was no way. In the face of an offer of 
only 20¢ for gas from the border I was going to take 
a real good hard look at 22, because my only other 
alternatives were 20 and 5¢ in your field for the 
gas for the next 20 years -- that was what they told 
me. That is not the deal I came back with about the 
eas This was real hard work and we did our best. 

Q. I am not suggesting for one moment 
that you aid nou. The only thing, as I see it, is 
that as the end result of the bargaining position 


that Mr. Fish had, and the whole thing being what it 
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was as just detailed by you, you had to make the 
best deal you could make, and you made it? 

MR. McDONALD: Mr. Fish had a good bargain- 
ing position. He was -- I don't know how to play 
chess, but we moved our counter to him, and then we 
were put on even grounds and could Sit down to see 
what was the economic basis for Unis proposal» in 
view of the fact that the policy of the Government 
of the United States, as enunciated Dy ciicest ua eee 
was that they would not permit a substantial portion 
of the consumers of the United States to be committed 
for their gas Supply to a source of Supply outside 
of the control of the United States authorities. 
nie, GS -the policy we have met and I could not quarrel 
with it. We realized we could not quarrel with that 
policy, so we had to meet it. We had to assume 
Pacific Northwest was going to be built from the San 
Juan basin to Seattle, because that was the policy 
adopted after due consideration by the Government of 
the United States, and we were not going to fight 
that. So, it was to deal with this on a sound, econ- 
omic basis, and our final Judgment was that the 2e¢ 


price got us into business. 
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Q. When you got the 22¢ price then you 
found that you were no longer going to be in a 
position to pay the prices which you had previously 
contemplated paying to the Canadian producers? 

MR. McDONALD: Now, let me tell you 
about that. 

Q. Well, is that correct? 

MR. McDONALD: That is not correct for 
this reason: that the proposal that we made to serve 
Seattle, Portland and the general area on the Coast 
was based on a 5¢ contract and the original contract 
was based on paying 5¢ and not 6¢,as we are paying 
today. It was to be 5¢ for 5 years based on a quick- 
er acceleration after 5 years up to 14, but the 
volumes are so small it is not a comparable situation. 
This is much better for the producer because the 
producer can make much more under this contract than 
he could possibly make under the original contract. 

I do not want it to be left in the minds of the people 
who have been thinking of this that this is a worse 
deal from that standpoint. It is a better deal for 
Canada, it is a better deal for the producer, and 

it is a better deal for the Westcoast shareholders 
than the original proposal. 

Q. I am not quarrelling with the state- 
ment that it enabled the line to be built and that 
it is an advantage to the country; and I am not 


quarrelling with the fact that you could have made 
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a better deal. I am assuming you made the best deal 
that you could. But do you not agree with me in 
the lignt of the daily situation, as it is developing, 


and as you anticipated it would develop, that a fair 
deal would have been a contract with Pacific North- 
west which had an escalation clause? 

MR. McDONALD: I think it would have been, 
Mr. Pattillo, and I agree with you 100 per cent, but 
I would like to explain to you the difficulty we were 
undem ine1955. We had ar Act on the statutes of 
Canada, the old Electricity and Fluid Exportation 
Act which provided that a license could be issued just 
for one year. We were unable to get an Order in 
Council to give us a license that was an extended 
period after that, and in the face of the statute it 
was very difficult for anybody in the United States 
to think they were going to get their gas for that 
Veal. These facts were used in opposition against 
us in proceedings before the Federal Power Commission. 
Then, we had an Act in Alberta, which has now been 
Tevised,. cat prohibited the export of gas, if for 
any reason they decided they did not want it to go 
UL Oreusie Country, That was the term of the permit. 
These were situations that created a state of mind 
in the United States that we would not be able to 
supply the gas and there were even pamphlets issued 
by our opponents. DO, we were up against a real 


problem and in the making of our contracts we had to 
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meet that very type of opposition. We had to say, 
"We are going to give you this gas at a fixed 
price for a certain fixed term of time". If the 
people were going to invest their money and expect 
this gas to be delivered, they wanted to know they 
Were role, tO pet. it. 

We then came back to Canada and a new Act 
was passed, an Act to Regulate the Exportation of 
Power and Fluids and the Gas Resources Preservation 
Act of Alberta was changed to rectify these stumbling 
blocks. At the time I entered into the making of 
these contracts, we had not yet done those things. 
They were done after and it was on the basis that 
we could negotiate this contract that we did prevail 
upon the authorities and the Legislature, in each 
case, to put us in a position where we could make 
this agreement. Under this agreement we were not 
in a position to bargain and we had to look to our 
own economics to support the increase in prices. We 
just had to say, "We have the gas and we will 
deliver it." 

Q. Would you be in a position to bargain 
for this escalation clause today? 

MR. McDONALD: We are in business. That 
is all; we are in business; we have the gas, we 
have the pipeline and we are in quite a different 
situation. 

THE CHAIRMAN: Gentlemen, we will have a 


ten-minute break. 
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---Short recess. 


THE CHAIRMAN: Gentlemen, we shall now 
resume the hearing. MPa aU os 

Ma PATTILLO: QO; bir, NeDonaing just 
want to go back, if I may, to this transmission cost 
once more, Now, I am looking at the manner in 
which the utilities, in their brief, worked out 
transmission costs, and I would like, if we could, 
to translate your actual figures to this same method 
Si UGine 2t, Total capital cost of the line, 
as [ understand it from your figures, is approxi- 
mately $157 million. 

MR. McDONALD: Pardon me, Mr.Pattillo, 
until I have -- your statement is that the cost 
of the line was $157 million? In other words, 
you were taking the $170 million invested and 
taking off the plant? 

Q. ies, 

MR, McDONALD: Well, you can't -- it 
is not proper to deal with the figures I gave you 
on that basis. tia Unolusive mere, 

Q. All right, let us take the figure 
Of $179 million. 

MR, McDONALD: Yes. 

Q. Now, the operating costs for 1958 
will be $20,098,000? 

MR. McDONALD: Mig b eS correc. 

Q. The interest and amortization 


charges will be $7,654,000? 
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MR. McDONALD: My figure is $7,52,000. 

Q. Yes, but then you amortized 
some of your financing expense? 

MR. McDONALD: Ne Moos. Sa eS rent. 

ae Soha 18 87, 654,000) wating a 
tobalJsor veer. (52,000? 

MR, McDONALD: Yes, £ think vHat-is 
GOrrec.. 

a Then income taxes, $454,000. 

Do you take those into consideration? 

MA. McDONALD: Nos sa, Your question 
is what was the cost. You didn't ask me what the 
cost of service was. 

Q. Right. 

MR. FRAWLEY: Nicene CU increrrupt,, Mr. 
PAGCL LO? I was not quite following that. Which 
income taxes did Mr. McDonald say were a cost? 


Ma. cArCLoLOs He said they would not 


go into the cost of determining transmission;that is 


the second item from the bottom of the page. 

MR, FRAWLEY: Net income? 

MR. McDONALD: There is a provision for 
deferred income taxes of $454,000. 

MR. FRAWLEY: And what do you say about 
those? 


MR. McDONALD: Well, that does not come 


into the cost allocation I have made here. ite. 


a net cost I am talking about. 
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MR. PATTILLO: Q. What return do you 
figure in? Seven and one-half per cent on your --- 

MR. McDONALD: NOSMSies. tne Ws thestirst 
year of operation. We are very fortunate to exceed 


costs in the first year of operation. 

Q. So you do not figure any return in 
au all? 

MR. McDONALD: No, The interest, of 
course, which is part of the return, is included -- 
the major part of the return is included, 

Q. Now, the daily capacity is 450 
million? 

MR, McDONALD: Yes, that is for the pur- 
| pose of fixing the demand cost. 


Q. And the annual sales volume would 


be --- 
| MR. McDONALD: The annual sales would 
be 96,581,000,000 cubic feet. 

Q. That is, in fact, what they will 
| be? 

MR. McDONALD: Those are the firm sales. 
| Q. If the line was working at full 
| capacity, what would they be? 
| MR. McDONALD: It would be 450 million 
| . at about a 90 per cent load factor, I presume; 
| say 85 per cent load factor. 

I will give you that in just a moment, 


Ma. Pattillo. 
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Q. Thank you. 
MR. McDONALD: That would be about 140 


billion cubic feet of annual sales per year. 


Q. And they are going to be roughly 


90 per cent? 

MR. McDONALD: No, the annual sales -- 
the sales I used for 1960 are 133 billion cubic 
feet -- no, 123 billion cubic feet, because those 
are Lone Lirms: sales. 

Q. That is 123 as opposed to 140? 

MR, McDONALD: aac s pie. 

Q. And what is that percentage? 

MR, McDONALD: That is on the basis of 
450 million feet capacity. 

Q. What percentage --- 

MR. McDONALD: 88 per cent. 

Or. The 123 is 88 per cent? 

MR, McDONALD: Of 140. 

Q. Right. Now, we cannot very well 
compare 1958 figure with 1960 figures, can we? 

MR. McDONALD: No. 

ae We will have to go through 1958 
first and then we can do 1960. Now, let us do 
1958. We would still have the same potential of 
the line, 140, wouldn't we? 

MR. McDONALD: In annual volumes, that's 
canes gh as 


oF Your actual annual volume anticipated 
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for this year is how much? 
MR. McDONALD:  96,581,000,000. 
Q. What percentage is that? 
MR. McDONALD: The percentage of 96 to 

140? 

Nie Yes. 


MR. McDONALD: 68 per cent. 


ap 68 per cent? 
MR. McDONALD: Yes. 
Q. Aiderienu. Now, our total annual 


Costs are $27 million --- 


MR. McDONALD: (52,000. 


a 


Q. boty oe .000, and our. Load facuor 


F 


is 68 per cent? 

MR, McDONALD: 68 per cent. 

Q. Now that we have got to those 
figures will you just make the calculation as to 
the annual cost per Mcf per 100 miles on that 68 
per cent load factor? 

MR. McDONALD: lam unsble to io etl Me, 
Pattillo, because I have $4 million of a revenue from 
the gas scrubbing plant which has nothing to do with 
transporting gas, which should be deducted from 
athens iepinieitae So milion, 27 Iam right 
in my revenue figure. 

Q. But they have not gone into -- 
that ia what I was trying to get at. As I under- 


stand it, of your operating expenses which we have 
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just been discussing of $27 million, $1,500,000 
odd was the operating expense of the plant. 

MR. McDONALD: That is the actual 
bodies that work in it: but it does not include 
the cost of the purchase of the project nor the 
amortization or taxes or interest. 

Q. Bue that does not go into the 
operating expenses, does it? 

MR. McDONALD: It goes into the $27 
million. That is the only point I want to make. 
oy Other than the $1,500,000, where 
does 1 £07 

MR. McDONALD: The gas scrubbing plant 
has nothing to do with the cost of transmission, 

Q. I accept that, but of your opera- 
ting expenses shown in Exhibit C totalling 
$20,098,000, other than the figure of $1,500,000, 
included in the figure of $2,815,000 there is 
nothing in there relating to the scrubbing plant, 
is there? 

MR. McDONALD: Certainly. 
O, What is it? 

MR. McDONALD: Depreciation. 
Q. Alt reer. 

MR, McDONALD: Taxes. 
Q. All right. 

MR. McDONALD: 


Interest; those are the 


real big items. 
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Q. Then let us try and get those 
out. What did you say this morning were the 
total operating expenses of this $27 million 
that could be allocated, in your opinion, to the 
pipeline itself? 

MR. McDONALD: if 2 (soulg, (ust i00k at 
My teres, Mr, Pattilio. 

Q. Fine. Take your time. 

MR, McDONALD: $22,597,000. 

Q. $22,597,000. Now, those are the 
total annual costs. Now I want to know what is the 
cost of transmission for the year 1958 on this 60- 
some per cent load factor per Mcf per 100 miles. 

MR. McDONALD: Me, Hetherington points 
out that the $22,597,000 which I used here still 
does not include some plant costs. If you really 
want to have the plant taken out, Mr, Pattillo, the 
engineers would have to sit down and do it. 

Qs Well, I am prepared for you to 
revicew: oC .aner., Let us deal with these figures 
at the moment. 

MR. McDONALD: All right, buy we will 
proceed on the basis that $22,597,000 is the cost. 

Q. Right. 

MR. McDONALD: Your load factor is 68 
per cent? 

.. The load factor is 68 per cent. 


MR. McDONALD: Now, what do you want to 
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find out? 
Q. I want to know what is the annual 
cost per Mcf per 100 miles. 


MR, McDONALD: The amount of pipe installed 


in 1958 is 823 miles. 


Q. Yes? 

MR. McDONALD: Now, another complication, 
Mr. Pattillo, is that you have the cost of the gas 
in your $22,597,000, which does not enter into the 
COpu Of tParisportation Tteseelt. 


I know your problem, Mr. Pattillo, and 


I am sure the engineers could let you have that 


we cwo 7 CElock™. I think that would be more con- 


| venient. 
Q, NS epee alk war Tiao 18 Lali’. You 
see the approach I have in mind? 
MR. McDONALD: Yes, I see your approach, 
Q. Now, Mr. McDonald, would you just 
look at the bottom of page 65 of your brief. 
MR. McDONALD: Yes? 
Q. You say, in “the last paragrapn: 
"Tn describing the Westcoast 
"oroject it has been shown that the 
"delivery of Peace River. gas to the 


"Vancouver area at economic prices 


"ig made possible by the transportation 
"of the large volumes of gas required 


| "for the export market served by the 
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"Westcoast system. There would 
"appear to be no question that, as 
"from time to time in the future, 
"large volumes of gas are transported 
"to export markets, the pipeline 


"carrying such gas will at the same 


"time supply Canadian consumers en 


"route with gas at costs much lower 

"than if the smaller Canadian market 

"were to be satisfied from the same 

"sources of supply." 

Now, am I correct in thinking that you told us this 
morning that the prices that your company required 
B. C. Electric and Inland to pay are based on the 
proportion of the’ line: which. must be set aside 

for their use, even though it is not being so 

used at the present time? 

MR. McDONALD: That’ 2s correct. 

Qs Now, if that is so, as they take 
up and use more and more of that space, don't you 
get to the position that ultimately the price 
should be going down and that when they are 
taking all of the space that is set aside for 
them, then their price should be comparable to 
the price being charged to the United States com- 
pany on a 90 per cent load factor? 

MR. McDONALD: The only way to answer 


that would be, say, ten years from now, to take 
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a look at what the costs are. For instance, the 
costs will change, the price of gas is going up 
all the time, and the question is whether the 
company is making an adequate return; a great 
many things enter into it. 

Lewouln notlisay. offhand, that that ts 
so, but we have taken that gamble, the shareholders 
of Westcoast have taken that gamble, that the costs 
Bre veoine. vO 20° Up. They can go up as well as 
down, and we have fixed our limit, whether they 
will go down or not, 

Q. The only way your costs will go 
up in the next ten years is if you have to pay 
additional prices for additional volumes of gas. 

MR. McDONALD: Phat aor ent, 

Q. ReCue Viv; your costs oLlvrunnins 
the line itself will go down as your interest 
charges decrease. 

MR. McDONALD: Yes, but we must be com- 
pensated for carrying this line that is not used 


all the time. 
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Q. Well, now, will you tell me, from 
your B, GC. Electric contract what will be the 
price for gas in ten years! time, and we know, of 
course, there will be no change in the price to 
Pacific Northwest. 

MR. McDONALD: Are you referring to the 
contracts now in existence? 

Qe Yes. 

MR. McDONALD: They speak for themselves. 
The price will be exactly the same ten years from 
now as it is today. 

Q. So that it does not make any dif- 
ference, so far as the price is concerned, whether 
Be Gy fe UciLne FO Capacity 1ts proportion of “the 
line or whether it is only using the small propor- 
Peoneuiav, a0 facu, Lt ls using today? 

MR. McDONALD: It makes a big difference 
TO --- 

Q. You people? 

MR. McDONALD: The shareholders of West- 
coast, I Can assure you. 

a DP COUrse, we agres, In other 
words, as the capacity to the Canadian buyer goes 
up and he takes his share of the line you have 
allocated to him, the profits that you will make 
will go up and that will mean that the contribu- 
tion to that increase will be made by the Canadian 


consumer and no part of which will be contributed 
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by the U. S. consumer. 

MR, McDONALD: I do not know that I agree 
with that entirely but we will be in a much better 
position, the earnings of the company will be in a 
much better position when we sell 150 million cubic 
feet in British Columbia than when we are only 
selling the present 30 million cubie feet. When 
you realize the present sales to British Columbia 
are less than cost you will understand that we are 
hoping that we can look forward to some time in the 
future to doing a little better than the actual 
cost and that arises out of the fact that we have 
built a pipeline on what we think is a most economic 
basis of providing these services ahead of the market. 

Q. I am not quarrelling with your right 
to have a profit from the Canadian consumer. What 
I am quarrelling about is why should the whole in- 
erease of that profit in the years ahead put on 
the Canadian consumer? 

MR, McDONALD: Thac is now the case. 

The Canadian consumer pays his just proportion of 
whatever the cost of serving him is. Mr. Pattillo, 
you seem to lack what this paragraph that I referred 
to means. This simply means that Canadian gas 

can be sold in Winnipeg at a much better price 
through the Trans-Canada line going through 

Canaca than 1f ‘you built a pipeline from Alberta 


to Winnipeg. 
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Q. Correct. 

MR, McDONALD: If Winnipeg is using 130 
mitten cubile feet which, I understand, tis the 
present market, you cannot build a pipeline. That 
is what I am talking about. You cannot, possibly, 
build a pipeline from the Peace River area to 
Vancouver for 130 million feet. EG CAUSTCauslTG 
not be done. 

Q. I understand that and everybody 
here understands that and I also understand your 
statement where you say in the brief about the 
B24 It would be extraordinarily expensive, it 
would not be economically possible but once you 
have the line, once the investors have come in, 
once they see that the line is economically pos- 
sible and put the money up to build it, can you 
tell me then why over a 20-year operation of the 
line the Canadian consumer should be contributing 
the real profits? 

MR, McDONALD: He is not contributing 
the real profits; he is contributing whatever is 
his fair percentage of the profit for the capacity 
used Lor’ mis services. That is all he is expected 
to doe and that Fs all he wild contribute, under, our 
proposal. 

Q. het us puter” ike thisyso, I can poin 
_out ina few words exactly what I am talking 


about. If the demand in British Columbia had 
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been such that everybody out there wanted to im- 
mediately get gas so the quantities set aside for 
them were now going through the line in the same pro- 
portion as is now going over to the United States 
which you say is, approximately, 90 per cent of 
the load factor, the revenue to Westcoast would be 
way up and all the increase of those revenues, 
from what they are today, would be contributed by 
the Canadian consumer because it does not make one 
bit of difference if he should buy more and more 
Bas; you are charging for the space he had in the 
miiicewieuneréhe uses.t or Tot; Is that not so? 
MR, McDONALD: No, it does not work out 
quite that way. I think I see your problem and I 
would like to answer it. If the British Columbia 
consumer was today capable of buying 150 million 
cubic feet of gas and that was all available at 
the cost that we are now paying for this investment, 


Hes =prece would be, including the profit, “the rate 


tacts presently in his “contract: But that would 
be very close to the present rate. hac: 1.8. NOG 
the case. So, instead of making what is a fair 


rate of return in 1958, we made just a trifle over 
4 per cent; instead of making our 8 per cent, 74 
per cent or 8 per cent, which a venture of this kind 
should make, we are only making 4 per cent. 

In 1959, we do a little better, 


In 1960, we do a little better but we do 
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not get up to the standard rate of return for some 
years; a good many years. 

Q. In what year do you say you get to 
the standard rate of return? 


M 


a 


. McDONALD: Possibly in the fifth or 
sixth year of operation. I mean on the forecast 
that we have. 

Q. Yes. Deni DUCuINpe io, toryou, Tor 
the remaining fourteen years of the line on which 
all of the calculations are made, is not the Canadian 


eCileumlcr then paying for nis proportion of the line, 


tne space in 1b. a much higher price than the U.S. 


consumer? 

MR. McDONALD: He is paying his due propor- 
tion. 

Q. Net now, a noannoy Lod low tate. 
am Sorry . ido Nev understand that. when, as. 1 


understood yesterday, the demand factor in the 22 
cents was $1.09 on a 90 per cent load factor. In 
the fifth or sixth year you anticipate the Canadian 
markets are going to bring up their load. 

MR. McDONALD: Welk, Wr Pawel, =) ail 
glad you mentioned that $1.09 demand and the 18-cent 
commodity charge on the Pacific Northwest, I omitted, 
yesterday, to elaborate on that. That is an arbi- 
trary figure that is based on negotiations of what 
is best, in my judgment, of what commodity rate we 


should charge. You understand that anybody who 
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buys gas at a commodity rate of, say, 20 cents, 
which is the rate that B. C. Electric buys gas at, 
they can immediately go and sell it for 21 cents 
and they are not out any money. If you work out 
the demand commodity basis on the Pacific Northwest 
contract by the standard method of working it out, 
it would be considerably higher than $1.095 but, 

on the other hand, the commodity rate would be down 
to as low as 14 cents, which would mean that Pacific 
Northwest industrial gas would be 15 cents, 16 
cents. 

My own thought, after studying their mar- 
ket and after having a good look at the individual 
part of their total load involved, namely, 10 per 
cent -- that is between 90 per cent and 100 per cent 
-- I think I want to get 18 cents for that com- 
modity rate on the 90 per cent basis. In other 
words, the difference between 270 million feet a 
day and 300 million feet a day, for that 30 mil- 
iion feet a day, if they elected to take it, I 
want to get my full 18 cents and-not 14 cents. 

My judgment might be wrong but I think, 
looking at the years ahead, that is the proper 
method of working it out because I do not want 
to start at $1.09 because it does not work out on 
that basis. 

Q. You started with 22 cents. 


MR. McDONALD: The $1.09 plus 18 cents 
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Q. If it is good enough for you why 
is it not good enough for me? 

MR, McDONALD: When you get into the 
mathematics frates you will find this is not a 
Drecice Way of doing it. 

Q. Coming back to this question that 
I asked you, at the end of the sixth year why does 
not the price come down to the British Columbia 
consumer, to an area in line with the price that 
you are getting then from the U.S. consumer, what 
is going to be the difference at that stage? 

MR. McDONALD: The difference is, twice 
as much gas is sold to the United States as in 
Canada. That is one difference. 


oi Vee. raciia. 


MR. McDONALD: It is the major difference 
and there is also a difference in the load factor; 
@ considerable difference in the load factor; 

ae When this thermal plant is 


operating, and everything, will there be a differ- 


ence in the load? 


MR, McDONALD: Yes, because the thermal 


plant has load factor gas and having got load 
factor gas, it is based on firm gas so it_is not 
going to change one iota. It is when you have 
firm gas with interruptible gas that you are going 


to have an interrupted load factor, In other 
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words, they are going to fill their quotas. 
Q. If they increased the amount of 
firm gas they have in relation to the total amount 


of gas they have, do they not increase their load 


factor? 

MR, McDONALD: Not if what they purchase 
is firm as. They increase their peak. Ttacepends 
on the load factor of the added volume. Panticr - 


pate, from what I understand, they are going to 


operate on a 75 per cent load factor on the 
thermal plant agreement. If the 75 per cent 
load factor is better than what otherwise was the 
operating load factor, they are going to improve 
i tiene tuavlon: Jf nou, they are .going to be 
in a different situation. Those are future 
reeds. 


Q. 


7) 


I know, but we are looking now, 
and this is the only look we are going to have at 


this thing in the next twenty years as this is all 


based on a 20-year operation, now, I am suggesting 
to you, after the sixth year there is going to be 
no real difference between the Canadian consumer 


on your line and the U.S. consumer except one is 


buying greater quantities. 

MR. McDONALD: I am not able to agree 
With you, Mr. Patvtillo. TL want to do the best IL 
can for you, bub I cannot think of anything that --- 
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you, Mr. McDonald, because the Commission has to 
consider this whole scheme and will be required to 
make a recommendation and if you can tell me 
whether or not differences are going to lie 
between the United States consumer and the B. C 
consumer at the end of the sixth year, I would be 
most anxious that you put it on the record. 

MR. McDONALD: What you really want, 
Mr, Pattillo, is a consideration of the whole 
situation. But to give it in any particular 


year --- 
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e H Q. What I have in mind, and I will be 

very Irank about it, is this clause 9 of the Regu- 

lations that are presently in force which reads -- 

it appears under Tab 4 in the green book: 
"The price charged by a licensee for power 
"or gas exported by him shall not be lower 
"than the price at which power or gas, 
"respectively, is supplied by him or his 
“supplier in similar quantities and under 
"similar conditions of sale for consump- 
Scion in, Canadas." 

Now, I have that very much in mind as to whether or 


not after the sixth year of operation it could be said 


that the company was not complying with that regula- 


Gi OM, 


MR. HETHERINGTON : Me. Pattlito. tet. me 


answer that question, and possibly I can help the Com- 
mission with the views that I have regarding that situa- 
| ton. (he gas that the British Columbia Electric 


: Company and Inland have purchased from Westcoast is 


purchased neither in the same volume nor under the 

| Same terms and conditions of sale as the sale to the 
United States. The gas is not sold in the sixth 
year of operation. The gas was sold under a contract 


| dated as of the date that we entered into the arrange- 


| ment with the British Columbia Electric Company, 
and similarly with Inland. The contract must be 


treated by considering its term of 20 years, and not 
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by isolating one year and looking at it. 

Q. Now, Mr. Hetherington, that is your 
view --- 

MR. HETHERINGTON: Yes, and I have des- 
eribed this exhibit that was Exhibit No. 11 before 
the Oil and Gas Conservation Board given in March of 
She 58 Rd 

Q. Yes? 

MR. HETHERINGTON: --- and at that time 
we described the contract with the American customer 
and with the Canadian customers, and we show the 
derivation of the 22¢ along the line I have outlined 
here, and I have adopted the text of the exhibit that 
was given back in 1965. 

Q. Yes. 

MR. HETHERINGTON: The gas was marketed in 
the United States in competition -- in strict com- 
petitition -- with United States sources at the best 
price that we could get. The amount of gas that 
the Beicicn Columbia Electric Company --- 

Q. Can I just ask you -- well, go ahead. 

MR. HETHERINGTON: The amount of gas that 
the British Columbia Electric Company could buy at 
the time that they signed the contract was no par- 
ticular amount that they were willing to guarantee, 
and Pacific N rthwest signed up on a take-and-pay- 
for basis that would make the financing of the pipe- 


line possible. British Columbia Electric Company 
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of gas. They are not required to pay for anything 
that they do not take. The terms of the sale are 
entirely different, and the terms of the sale are 
for a period of 20 years, and there is nothing 
about the sixth year or any other year. 

The amount of gas that the British Columbia 
Electric Company estimated they were going to use 
in the sixth year, when they signed the contract, 
was approximately 140 million cubic feet a days LG 
would not finance the pipeline, and we could not 
get the British Columbia Electric Company -- aS a 
matter of fact, we did not even ask them to sign 
up for any particular amount of gas because, in our 
opinion, they would need so much more gas than they 
were willing to sign up for, and we did not want to 
have a ridiculously low figure in the contract, any- 
way. 

So, the point is that the price of gas 
was fixed for a 20-year period when we signed the 
contract that governs the terms of sale, and neither 
the volumes nor the terms of the sale were the same. 
the price of this gas in the United States was 
strictly competitive. When Mr. Kayser described the 
basis upon which this arrangement in the United 
States was made he pointed out to the Commission 
that he planned a line from near Boise, Idaho to 


San Francisco, and he was going to take 250 million 
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cubic feet per day of the total of 300 million cubic 
feet -- he was going to take that to San Francisco, 
and Pacific Northwest Pipelines Corporation had 
enough gas to look after their needs, but they thought 
they could sell another 50 million cubic feet per 
day, and we were before the Federal Power Commission 
on that basis -- based on those economics. When 

we got before the Federal Power Commission, as Mr. 
Kayser pointed out, the Pacific Gas and Electric 
Company decided that they -- as a matter of fact, 
they never would agree to the line from Boise, Idaho 
to San Francisco, anyway, and Mr. Kayser said that 
that was their business. They had reasons for it, 
but they would not go along so we were in the posi- 
tion of having a market for only 50 million cubic 
feet per day. 

Mr. Kayser was very modest yesterday when 
he said to the Commission that he thought he had 
contributed something to the economics of this pro- 
Jee. Mee enatullilo pointed cut that the producer 
nag UO give a littie bit and the pipeline had to 
Bive av litcvic bit, and he asked Mr. Kayser where he 
Pea eiven 2 Jicole bin. To would like to tell the 
Commission where Mr. Kayser did give a large amount 
that made this Westcoast pipeline possible. 

When the Pacific Gas and Electric Company 
refused to support our proposal to build this line 


from Boise, Idaho to San Francisco -- and, as I say, 
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they had good reason -- we were left without a mar- 
ket for Canadian gas. This was in the middle of 
the Federal Power Commission's hearings, and Mr. 
Kayser made an arrangement with Pacific Northwest 
which he described yesterday for the exchange of 
gas in which he paid 25¢ per MCF for gas delivered 
enuCo horado In order to take that gas he sold 
to Pacific Northwest on what they call an exchange 
arrangement -- he sold his own production in the 
San Juan basin for, I believe the price was, 12¢ 
per SMGr ; meesold 100emiLlTilom cuble feer. to Pacific 
Northwest at 12¢ -- that was his own gas -- and he 
bought back from us 100 million cubic feet per day 
for which he paid 25¢. So, those are the economic 
Situations behind the sale of gas at 22¢, and Mr. 
Kayser is the one who made the sale possible by 
eWappine. 100 million cubic feet of gas which he 
sold at 12¢ with 100 million cubic feet of gas which 
he bought back from us at 25¢. 

Now, having that contract along with the 
British Columbia Electric contract and the Inland 
contract made the Westcoast pipeline possible, and 
in order to make the arrangement with Pacific North- 
west it had to be a long-term arrangement, so we 
Signed a 20-year contract. The same thing is true 
with the British Columbia Electric Company and the 
Inland Natural Gas Company. The terms of those pur- 


chase agreements are not all the same. They are 
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not at the same volumes, and over the 20-year period 
they are not on the same terms and conditions in 

the overall, so I cannot answer the question by re- 
ferring to the sixth year of operation, or the seventh, 
or any other year. The sale was made at the time 

that the contracts were Signed, and in the overall the 
terms and conditions are different. 

Q. Well, Mr. Hetherington, at the time 
in 1954 when these negotiations took place I assume 
that you had had a good many years! experience in 
the gas business? 

MR. HETHERINGTON: Yes. 

Q. You were fully aware that for a good 
many years no contracts were being entered into 
without escalation clauses in the gas business? 

MR. HETHERINGTON: Well, that is generally 
true, yes. 

Q. You we fully aware that the price of 
gas in San Francisco was steadily on the rise, and 
that you could anticipate there were going to be 
rises in the years ahead? 

MR. HETHERINGTON: Yes, 

Oo Well, let us not talk about this 34¢. 
It might have been 34¢ for that particular period -- 
that particular year -- but it is already up much 
above 34¢, is it not? 

MR. HETHERINGTON: Yes. 


Q. And if we were comparing the 22¢ -- 
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Lieeieeies & teit basta of comparison -- with the 

34¢ based on the price in California today at San 
Francisco what should you be getting at the American 
border? 

MR. HETHERINGTON: Well, it would be sub- 
Stantially higher than it is in our present contract. 

Q. How much? 

MR. HETHERINGTON: Well, I do not know just 
exactly what the competitive price is. The Alberta 
and Southern people have introduced some exhibits 
that show that the price should be in the range of 
29¢ in order to be competiitive in San Francisco. 
jhose are their figures. 

Q. So that would be up already that far 
-- 7¢. Now, what I am pointing out, Mr. He thering- 
ton, is this, that as the years go on’ and as the 
Canadian consumer takes his gas and fills up the 
line -- and all your economics of completing this 
line were predicated on the fact that they were 
going to do so, were they not? 

MR. HETHERINGTON: Yes, sir. 

Q. So, aS long as you have this price 


for the Canadian consumer the increase in profits 


that you are going to make in the operation of the 


line Le coming from him? 


Mi. MBTHERINGION: “Well. 1 Look at 2 
differently from that. 


Q. You tell me who else it comes from. 
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MR. HETHERINGTON: Ves.) Lowill explain it. 
Mr. McDonald pointed out that in 1958 we make barely 
over a 4 per cent Geturn, 20.1) Llockiat. iti notcaswan 
increase in profits coming from the Canadian sources, 
and look at it in this way, that the contribution of 
Westcoast to the Canadian sources is descreasing 
as the market builds up to where we would be getting 
what would be considered a reasonable return, namely, 
tel/e oneS per cent. 

Q. Well, I know, Mr. Hetherington, it 
all depends on which side of the table you are sitting 
when you are looking at these things. 

MR. HETHERINGTON: Well, as long as we are 
making less than a 7 1/2 per cent return we are mak- 
2hee-=swe are selling the gas at less than. we should, 
and as the Canadian market increases and we do get 
UP WwcO ua. 7 1/2 per .cent return «we. will then shave 
eliminated the contribution that we are making to 
the Canadian market. 

Q. All right. Now, according to your 
figures when are you going to be there? 

MR. HETHERINGTON: Well, Mr. McDonald 
Salo sthestifth on sixth year, and that ison the 
basis of the projections here. If the market grows 
alittle faster than that 1% could be sooner. 

Q. We are right back then -- you agree 
with me that where the increase in profits over the 


years is going to come from is not from the American 
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consumer? 

MR. HETHERINGTON: You cannot single out 
any one customer as being the customer that provides 
the profit. Both customers, United States and 
Canadian, furnish the rPevenus, and iv ali'*soes into 
the same till, so I cannot single out and Say that 
the profit on the pipeline comes from the sale of 
gas in Canada just because the revenue happens to 
about match the amount of net operating income that 
we have. 

Q. Well, will you agree with me on this, 
that you are not making 7 1/2 per cent today on 
your United States sales? 

MR. HETHERINGTON: Well, yes -- I am not 
Sure. kes Sy 1/2 per cent, but Mr. McDonald pointed 
out and gave the Commission the allocation of costs 
that showed that we were selling gas to the United 
States market at a price substantially in excess of 
OMe Vere COst aliquot to that particular sale. 

Q. The United States price is substan- 
tially less. 

MR. HETHERINGTON: No, we are selling the 
gas to the United States market at a price higher 
than the aliquot cost to that market, so I do not 
know what the rate of return would be on the portion 
of the system that could be allocated to the United 
States, but it is something above cost. 


Q. Yes. I would like you to make the 
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calculations out and show us in doing so your 
method of allocation, because I am satisfied that 
if you are only making a 4 1/2 per cent return today, 


and if, as Mr. McDonald says, you may not be quite 


making the cost at the moment, or just making the 


eost, on your Canadian sales, it follows that you 


cannot be making 7 Lee per cent on your 90 per cent 


load factor from the United States, and never will. 


MR. HETHERINGTON: Well, I will make 
thatscalculation. 

Q. Thank you. Now; 2 woudd just like to 
deal for a few moments with the new proposal that 


ipspresently, as I understand it, before. the,.Con- 


servation Board, and, accordingly, I do not want to 
BoO-anto the merits of that at all; I merely want to 
ask some questions the answers to which I think the 


Commission needs to know. Is it your position that 


there is more than an adequate quantity of reserves 
to permit export permits to be granted to both your 
company and Alberta and Southern when you are both 
contemplating being in somewhat the same area? 

MR. HETHERINGTON: We do not -- I do not 
recall asking this as a question, or are you . asking 
it as part of our submission? 

Q. No. 

MR. HETHERINGTON: We do not even deal with 
Alberta and Southern. 


Q. I know you do not, but you predicate 
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it all as if you were the only one in the picture. 
tI am merely wanting to know: Do you say that there 
are adequate reserves, in your opinion, from the 
various fields that can be proved up that will per- 
mit both companies being in business at the same 
time ? 

MR. HETHERINGTON: This Table No. 1 
that is included in our submission to the Conser- 
vation Board setting forth the available reserves 


in Alberta allocated to logical uses --- 


Q. Yes? 
MR. HETHERINGTON: --- shows that after 
taking care -- and I think I will read the figures 


Pecatisewt Cus mhairliy important; it is also in the 
Drier. 

MR. McDONALD: Page ‘26; 

MR. HETHERINGTON: Yes, on page 26. Turn- 
ing to the last item on page 26, we estimate that 
the total reserves in Alberta -- proved reserves 
today -- are 22.3 trillion cubic feet, and we think 
thav-about 3.7 trillion of that is required to look 
after Canadian Western; 5.8 is required to look after 
Northwestern Utilities, “and about 1.2 trillion for 
Medmicine Haty ‘and. two-tenths of <a: tridiion for local 
areas. Then, there are about another two-tenths 
for the Peace River area -- that is about 11 trillion 
cubic feet which is required to look after local 


uses, and I believe that that figure is pretty well 
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in line with the evidence submitted by Dr. Govier 
of the Conservation Board, although these figures 
are arrived at independently. 

Then, there is committed already to 
Trans-Canada 4.35 trillion, but we know Trans-Canada 
needs additional gas. We do not have their evidence, 
and I am sure it will be presented to this Commission, 


but my feeling is that they will probably need 


another 300 million feet -- maybe 350 million feet. 
They are going to ask for something like that, in 
which case they should have something in the order 
Ore tory 1/2 trillion set-aside for thems Vetus 
eae 7es url liton, which is the figure DT have taken 


for Trans-Canada. 


Westcoast, then, is authorized to export 
apout 1.1 triitlion cubic feet in the Montana and 


Saskatchewan Power area -- Montana is 294 billions, 


and Saskatchewan I have already included in the 
Medicine Hat area, so I will not include that a 
Sseconur tine —-— So that is about 6.5 trillion’ that 
is committed for export or required by Trans-Canada, 
ange that’ gives a) total of 19.6 trillion: 

Then, there is eight-tenths of a trillion 


that is beyond economic reach, so that is 20.4 


trillion, and it leaves something in the neighbour- 


hpod=eiee Tristion cube feet~or proved reserves 


tedey "thac the Province’ can Say is definitely surplus 


to the needs of the Province and to the needs of the 


“cay 29 + Anoptis ,hieeh galeare seni ‘a 
Rese Beit See ee 
| dc oebreqshat Je lpswett is bd 


Pp . t Se a Brae : 
+ vybusals betetomoo Bi aisae hem 


VL: ” 3 e 
te SRP caaine et eas 


i 
a 


Sean 
aaee | 
g: SegaextT word of til yuakisiay eas i barns eas : 
 9d¢o8 iva eisat Svat don eb SW one Ww td ifbs sbsen 
4, Lee to cs bs rf —« a 
ite } Be Linot ace bsI nasord ag f 5 ih e ni eure ALS < Bae 


vaen \Yinedowg Lite, yanks. dent ef 9a Loot a tay 


‘ Mi at ale oi) eee i ost EAs bf OBE. {spouse 
3 e : at ui 
edd sull Bt a} Hess oss qnikoy sue? Yeae 
a é J 
ie b but tr) 
wo off ob aali¢enos. overt. Oleggna yalt- See0 Sti: 

: Do eh ge ee : = . 
; . 
} ¥ 9 4 ‘ | PERG an 5 ses. Tto2-7 Tb 
t et x 4 Bar i a i 
1 
| + 5 7 Ser: LUT bees [4 Y2e° 
eae = 


' Ne Se te ; 
fe . . 
’ j Le 
's ovedsr aewerotecass Bae 
é » 
Sgt 
i {Cie ol oo. .2eid) Sak saloaoar, 
i) | — ae 
13 phind 2, We, it; ba << -eukd Bagsde 
eee, Mae alte | 
a 


| Jpbedned<taarT 7 Dethips , togxwa- Woy bets lemed “as” 


fs ager a a 4 ~ i 7 o - 
; ct * f i 
sie at econy, nea ee 7. Z| 7 


| (Lid. GOL ‘fo Bavedod Gavia fede bas” % 


CognA.enkt 
ye tak ere : 
sevreas's! Savor, Te test atdusinab 


ret = : 3 
ie ae fon One et 


auiqiss Ylottari sn. 
. m8 
es ¥ 


: “Ont NO aban 2085 


Renee i em 


ANGUS, STONEHOUSE & CO. LTD. ~ 326 
TORONTO, ONTARIO 


people of Canada. 

Thawais our firm-opinion that. thie la 
all the gas that is available at this time, but we 
know that the potential is very much greater in 
whe TuUvureys and, oum plans? in applying, to ithe, Board 
to export additional gas are geared to that think- 
ingse "Weare asking for the amount of pas, that is 
surplus today to the needs of the Province and to 
the: needs of Canada-.and.we feel. that the Province of 
Alberta and Canada can rightly grant us that in 
accordance with the procedures that the authorities 
have used before in determining what gas can be 
exported. 

Q. But if they did that to you, there 
would not be any, as you say, for Alberta and 


Southern. 


MR. HETHERINGTON: That dis right.) Even 
if we were not granted a permit at all, on our 
figures today and on everybody's figures, so far as 
has been before this Board, there is not enough gas 
that you can say is proved today. We have no doubt 
that down the line it is going to be available. 
Alberta and Southern, you will learn, requires a 
very large volume of gas since they must start from 
scratch, as it were, and build a new pipeline. We 
are not doing that. All we have to do is build a 


few miles of connections and we are in business on a 
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small scale or a large scale, and our feeling is 
that we could not ask Alberta for, and expect to get, 
any more than, say, this 1.3 trillion cubic feet -- 
maybe 1.5 trillion cubic feet -- at this time. 

We recognize, of course, that the amount 


of gas that is going to be available in the future 


is very much larger, so we are proposing a pipeline 


that will take many times this volume of gas so 


that as additional volumes become available in the 
future we can come back to the Government of Alberta 
and the Government of Canada and ask for additional 
gas to fill up our system. 

Q. Now, Mr. Hetherington, in your brief 
at page 3 -- or, Mr. McDonald -- there is a para- 


graph starting: 


"In 1951 it was apparent to the manage- 


"ment of Westcoast that the proper and 
"reasonable method of supplying natural 
"eas markets in Canada, other than 
"British Columbia, was based upon allo- 
"cating a supply of gas to meet Alberta's 


"Future requirements, and dedicating 


"surplus reserves in Southern and 


"Central Alberta to the markets which 
"could economically be reached in Eastern 
"Canada. At the same time Westcoast 


"contended that the reserves of gas in 


"the Peace River area of Northwestern 
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"Alberta and Northeastern British Columbia 
"were ideally located to Supply consumers 
"in the interior of British Columbia and 
"the Lower Mainland area, with a surplus 
"available to supply part of the gas de- 


"mands of the consumers in the Pacific 


1! 
. 


"Coastal States 


That was your thinking in 1951? 

MR. McDONALD: Yes, towards the end of 1951. 

Q. That is not consistent with your new 
proposal, its 1t? 

MR. McDONALD: Yes, it is, because --- 

Q. Well, as I -- let me how I explain 
how I understand this. That was a geographical 
allocation; an allocation of the reserves of the 
Peace River district to the Western Coast; the allo- 
cation of another section to meet the situation for 
Alberta, and then the allocation of the reserves in 
the Southern region -- Southern and Central -- to 
the Eastern Canadian market. Now, are you not, 


under your present scheme, going right into that 


market? 
MR. McDONALD: Yes. Let me explain. You 


will note that further on in the brief at page 6 I 


g0 back to what I think the policy now is. ibavele! 
not think there is any question but that the proper 
policy in 1952 was to look at two things -- the geo- 


eraphy plus the then proven reserves plus the fact 
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that to allocate the Southern Alberta gas to serve 
Vancouver via a line to the United States was not in 
the interests of Canada when there was a gas supply 
in Peace River which could go the same number of 
miles; or ao2ess number of miles, to Vancouver, and 
which could serve to develop one of the really great 
geological areas of these Western Plains. That was 
our thinking. We thought there was plenty of gas 
available in Southern Alberta which should go where 
it could do the best for Canada, namely, the East, 
and we would go up North and pioneer the area and 
build the pipeline to Vancouver, which we have done. 

Now, we have the situation today, or we 
Mave in Alberta reserves of gas far exceeding any~ 
thing that anybody ever estimated in 1951. Our geo- 
logists, before the Conservation Board, estimated 
Wiereawonla me LO triittion, cuble feet of reserves 
in Alberta by 1960, or some date along that line, 
ang everybody laughed. Now we have 22 trillion cubic 
feet, and it is an entirely different situation. 

The needs of Eastern Canada can be supplied 
from Southern Alberta, or from Alberta, and there is 
available gas in addition to that which can be 
economically marketed in the United States, and that 
LS what we advocate, but it can only be marketed in 
those volumes which can be economically moved and 
which can be accepted by the purchaser and which 


can be used from time to time, subject in every 
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instance to a reconsideration of the whole pattern 
of export. 

MR. PATTILLO: Well, I think, perhaps, 
this would be a good --- 

THE CHATRMAN: There is one question’ that 
I would like to ask Mr. Hetherington. 

Assuming for a moment that B.C. Electric 
was prepared to purchase the same quantity, 300 
million cubic feet, of gas, would you be prepared 
to give them a contract with the same terms as the 
contract with Pacific Northwest? 

MRion HETHERINGTON: » In the liehtcof the 
situation as I know it today we would not be. 

THE CHAIRMAN: Thank you. 

We will now adjourn and reassemble at 
2400 Fore lock. 


---Whereon the hearing adjourned at 12.15 P.M. 
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---On resuming at 2.03 P.M. 


THE CHAIRMAN: Gentlemen, we will now 
resume the Nearing. -Mrv*Pattille? 

MA. OV ALLL GLOS May I apologise, Mr. Chair- 
Merny, Blor veiling late, 

THE CHAIRMAN: Your apology is accepted. 

MA SO PATTILLOS +O, tel -stidlewanteco Spend 
a few moments dealing with this new project, and would 
you look at the map in the brief at page 54. 

MR. HETHERINGTON: Mr Pactisico, Diwonder 
feel Mrehvwaek The*Chatrman’s: clarivication. of, the 
question that he asked me just before lunch? The 
question actually could have been, after thinking it 
over, interpreted in one of two ways, and I might 
have interpreted his question incorrectly. 


MRe PAPEL OLGOs I think the best thing to 


= 


do is to have the question read back together with 

the answer you gave, and you can ask anything that 

you require. 
THE REPORTER: "THE CHAIRMAN: Assuming 
"Por a moment that B.C. Electric was pre- 
“pared to purchase the same quantity, 300 
“million cubic feet, of gas, would you 
"be prepared to give them a contract 
"with the same terms as the contract with 
"Pacific Northwest? 


"MR, HETHERINGTON: In the light of the 
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“situation as I know it today we would 

nou bes 

MR. HETHERINGTON: Yes, my interpreta- 
mow OL “Ryoun question was if B.C. Electric ‘could 
now purchase 300 million cubic feet a day would we 
sell them at the same price and on the terms of the 
existing contract that we have with Pacific North- 
west for 300 million cubic feet per day, and my 
answer was predicated on that interpretation of the 
question. We now know that we cannot buy additional 
Quantities Of icas, or, we could not buy 300 million 
feet a day, at least, at the present prevailing 
pomeear (hie COSt Of OUr project is considerably 
more than it was originally anticipated. The gas we 
need. is remote or is outlying from the original 
quantities! of ‘gas, so additional gathering facili- 
ties would be required, and we would also have to 
add considerable compression equipment to the pipe- 
line which at today's cost would make it impractical 
for us to be able to sell another 300 million cubic 
feet on the same terms and conditions that we sold 
the first. 300 million cubic feet, whether it was for 
Pyene Electric, or: for anypody else. 

THE CHATRMAN: Yes, I can understand that, 
but, on the other hand, suppose 300 million cubic 
feet were diverted to British Columbia and you were 
asked to sell that gas on the same terms as your 


existing contract for export; would you be prepared 
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MR. HETHERINGTON: Well, if it were the 
300 million feet that we are now selling to the 
United States, it would not make any difference insofar 
as revenue goes. in principle, of couréss, it makes 
geome dirterence,. but so far as revenue goes we can 
divert the present 300 million cubic feet from the 
United States to Canada without affecting our revenue 
position. 

THE CHAIRMAN: Yes, but is 10 nova faci -— 
IT am not trying to lead you down the garden path, 
(voto. 2 fact tiat 16 would not be a4 prorit— 
able contract? 

MR. HETHERINGTON : That is exactly what I 
mean. We could not afford to do it. 

THE CHAT RMAN: Thank you. 

MR. PATTILLO': Q. Looking at the map on 
page 54 you show a blue line running from Coleman TO 
Savanna Creek field. 

MR. McDONALD: Yes, Mr. Pattillo. 

Q. Mr. MeDonald, in your position with 
Westcoast, how much money has El Paso or its associates 
loaned the producers in the Savanna Creek field to 
try and develop this project -- either loaned or 
agreed to loan? 

MR. McDONALD: I just do not know whether 
T can answer the question, Mr. Pattillo. The pro- 


ducers are Phillips Petroleum, Canadian Husky, and 
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N-rthern Natural Gas; those are the three main 


partners. 

Q. And Anaconda Petroleum? 

MR. McDONALD: Yes, that is one of the 
very minor companies -- a very small percentage. 


There are three or four small percentages, but they 


qo Moc enter into. the picture. 
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Q. I understand that El Paso has 
agreed to loan or has loaned up to $5 million to 
the producers of this field, Do you know whether 
that is so or not? 

MR. McDONALD: No, I couldn't give you 
evidence on that point, Mr. Pattillo. That 
would be something between El Paso and whatever 
company they loaned the money to. I can't see 
loaning money to Phillips and Northern, but they 
may have loaned money to Canadian Husky and I 
have heard that that is the case, but I am not 
in a position to give .you the details. 

Q. Did Mr, Kayser tell you how much 
they had loaned to Canadian Husky? 

MR. McDONALD: No. 

Q. Did he tell you they had loaned 
money to Anaconda Petroleum? 

MR. McDONALD: No, I never heard of that 
oral. 

Q. Did you read about it in the news- 
papers? 

MR, McDONALD: I don't recollect, for 
the moment, ever reading anything in the newspapers 
about it. It possibly -- if you are referring to 
Husky, there was some mention of it in connection 
with Husky, but all I know was what was in the 
newspapers and, for the moment, I didn't recollect 


that. It seems to me, now you mention it, there 


od 


- _ ee 


periael. ref se mgok et veonge | 


rorditstiw wortl vey, ol bred sldt Be grnqybor ond 
Mes 
Bele dom 16.08 ef gady 
is i : 
voy, ovis) Fiehigoos I ,oW. sGuaodor- iM 
| Jaf? vas MLL LIIeS , “it oth boat: dad wo. ponebive 
; a cue an . z ots y oo 
. voy ong. nest Ol msended gatavemos 4d bluow 
| pes . : : ne ef = i Wee 
30x tinge, , .ot ‘esou ot? ‘Baneol vary Ynaqmes 
oii duduyowedtiol baa sollicntes Yodot gataeol 
| ey Beis sh 
I bw wah tslbans® of yenom bensol evant tam 
| Eh : . - 
don te L dud ,epso ate el ted? SS Drssut evar” 
ae ie i as 7 z / = a -_ 
= oop, et ie add pag ev ig ee, (Mott trog @ aii 
Vy ; ~ ‘ - we Be PS a - - : Biss 
on WwW ay ified aseysk ch Bat & - 
ove) TGncb) of beaeol BSA veaz 
t Teak a , a ise nee i. 
. ar SNEED sade 
, ame on Ae a Ce a ne ce 
= seal on TULATOUON 4AM 
bensol hed yeadt woy Jie? ea OX 2 
BE es “aoe e? oe : 
; See) a) oa) (US lottet;Rbngo ands OF Yaron 
. oot . rar a) apy: 40 a hesges 
tsrid to biestt ysvyen T ot ~~ MRO ae | 
: on 33 Gs zi ifs ta 
Roe P ca 
iy 2 
uven et di $2 teods Saet poe BEE - 1 oo 
Pp Se : 
. Sersqeg 
noe es ee Aes 
Tot ,tselflosen tt! aeb A a iM 7 
be, és 
eequaqewert ord ey sans aneRaeee oe xeon ott 
. eee Lie foto 


ore. | hs 4 
4 < 
ty {Sis 


witl 


ieee 


Ps) BAe 
abe ne rie tariw 


- ott sage 2 


“96h Eep ert. d ix abLb I 


ae 


an 


ates) .3t atta oes vc 


ao 


%, S1B NOX “ay eee Wid he bog or 


moltoannes at +t, ‘to ‘do kinoit MOR 7: 


Sere 


Sutain 


‘pow wordt: x 


wre 


ee oe 
Re ke aa af ie 


Bonet 


.vy 


ia 


1336 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


was a squib in the Calgary papers reporting Canadian 
Husky's annual statement, but I could not give you 
tne details on it. 

Q. Mr. McDonald, why are you shifting 
your operations to Southern Alberta rather than 
developing the Peace River field for the additional 
Supplies of gas required by El Paso? 

MR. McDONALD: Well, we are not shifting 
Our Operations at ail, Mr. Pattililo. If you read 
the brief, you will find we had a contract subject 
to negotiation and final completion to deliver 
250 million feet a day to the Pacific Northwest 
at Sumas. But that, of course, is not all the 
gas they require. They require another 150 million 
feet a day and that is the purpose of the Southern 
Alberta operation, to supply the additional 150 
million feet. 


Q. 


Would there be any problem about 
getting that 150 million feet from the Peace River 
district if you could make a deal with the producers 
up there who presently have reserves which have not 
been fully developed? 

MR. McDONALD: I think the 250 million 
feet that we foresee that can be developed at 
sumas, or Huntingdon, is all that the present pro- 
ductive capacity or exploration programs between 
now and the lst of November, 1960, can produce. 


That is a lot of gas, Mr. Pattillo, and I think that 
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is a reasonable forecast of what can be developed 
in the ordinary course of development. 

Q. Ever since your price has been known 
up in the Peace River area for the producers, there 
has been no drilling carried on except to the extent 
of maintaining their leases in good standing, isn't 
that so? 

MR. McDONALD: That is completely wrong, 
Mreoerattindo. The reservations or the permits 
in British Columbia require continuous operations. 
The people that contracted their gas to us, such as 
Phillips Petroleum and the White and Lloyd group, 
have continued with their wells and have developed 
the area and, in addition, there is considerable 
exploration going on. 

imperial O11 is spending millions of 
dollars up) there; olnclair Oil, the Sinclain:Oil 
Company is spending millions of dollars, Pacific 
Petroleum groups properties, not connected with 
gas at all; that is a straight development program. 

Q. Am I correct in thinking, in dealing 
with Peace River, that these gathering lines of 
yours, that the project of the gathering lines 
has been much changed in recent years and the lines 
are going out rather than requiring the producer 
to bring the gas to a central point, and that is 
one of the ways you are avoiding this favoured 


nation clause? 


sy neta ear rer CER pe Mme ae wee Re | He OO : , Ar Wer ns he 
rh ren pays 4 ie ae tf sis ieee: os ae # oe rh 1S V¥o _Y FF) 2 


GREE Lue iowG aft GGL Rice tevih soaet oft AE qu 


Re *5 ge ae } ures = t.- as 9 . 5 te ai es. 1% mw ?-o? 
Se ks eolhoaso Troon ffl asesel Yooos Om lnte os 


pes . ‘ bik: <i. pis I " rat 
BrniLieeanp mms ,ariniaiad ai Togii0o 1+ mA oe. 


" g88tl odd be ersey sas oe na bagauide eum need eer 


av. 63 @ BRVOMAHOTS Busta 
here Oreomner 


be 


ERROR Le eeu00 euentbis etid- nt 


a 


‘ 3 sO ee 


Ho hire aniilinb om Aged asf 


os 
- 7 9, 2 
aa atte a . 
. TLS Prvaad ith ¢4* 2 
: ax ari OLLitstst , wi 
a > a 
: rah > tot cT } 
ie a 2 bd Ldmerl as sje ft tad Gi 
s ue ag / 7 
. i Zz “ i eure? ~ ean iy - 
Soe eae ° , a eae ee oe : 
#k cove ,av.ot 21mg altenif SbJoaiioos va ent 
cuoowe Byotd hos of baw .add Sas muelsttet-eghliiem 
asx 
oy soko mage 
Bees . P 3 he - : afds Fe. be 
Be Warn oO A 7 thy beunté Zio Svar 
' : : $ 4 * Siegert: Se 4 wars asi 
Pace. Gil ST 4 Kors Tone is . Chis SSis Gia 
i ; 
fio nn bG2" sel SIOL Gee 
(ices ce ~ 
a i 7 mage ul Lito teprogme: 
a yy 
ii) teTon rs sary -avsrid ay @isilop 
P mG ste” Pg: ape ae mE _ 7 : 7 ‘a 
Rares d mole lhe anatinvedeot eisGaoe 
a: ie 
a i ~ 
as ; 
tiw fedosnnes don .seldasqerq 6a yah: SS hee T 
s 5 Ee ea : s ” 
: f he tiie m 7 oles wie ws eons 
isiuesa goanqgoleveh guateatie & et dsdt-2tis dB Bs 


vis! enti gninedtsa sagav, Sere SS sod bested sont dtiw 


Thai yeiasdisgan . att 0 voshong ce ) ait ,AIUOy 


st 


eae ae 


mts 


eokborq att gatrhep: en) vase, sneridi ; suo gutog oe 
ee aa vee tans ia 


ek: any, baa itatog: Fattitcied ci ‘od ae aaa ot 
ge 2 MEE a 


a0 apenas A 2 ere oe _ oy a ; a 
Jeet ehtie: -aoiiova, og iderayen eit 20) 8d 


2 one 3 - i ‘ ae _ n 


a 


1336 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR, McDONALD: Oh, that is ridiculous, 
from my viewpoint, Mr. Pattillo. We always had 
one program. We will pick up the gas ina cen- 
tral point in each field and our forecasted gather- 
ing system, as I have indicated in the red booklet, 
the red booklet that was left with the Commission 
is the forecast, and you will notice them going to 
each of the fields. 

It is not -- we have not changed that 
program one iota. 

Q. So you say the new project is in 
no way related to trying to keep inviolate the 22- 
cent contract and, at the same time, try to avoid 
the restrictions it puts upon you? 

MR. McDONALD: No connection with it, 
We want to get gas in volumes, as much as we can, 
and sell that to anybody we can sell it to. 


Q. 


But you do agree that in making 
this new deal you first had higher prices with 
escalations and finally had an amended arrangement 
whereby you were to get your costs plus a fair mark- 
up of 74 per cent? 

MR, McDONALD: That was in the Southern 
Alberta transaction, yes, that is so. 

Let me explain,Mr. Pattillo, that the 
original contract was based on a sale of gas from 
the Savanna Creek field, which is only 24 miles in- 


side Alberta with only 00 miles of a tine. That 
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is a very short distance to carry the gas in the 
large volume capacity, and the 25-cent price you 
referred to in the May 25th contract was related 
tO the economics as of that date. 

Subsequently we have changed the program 
and go all the way to Calgary and north of Calgary 
some 55 miles, and it is a different situation 
entirely and, therefore, we have a different price 
set-up. 

Q. Having regard to the size of the 
tine voroJjecved, is it not fair to say that to bring 
that line to full capacity you would have to keep 
moving up when new fields became available so you 
would ultimately have what I call a gas ring, right 
up to Peace River? 

MR. McDONALD: NO.) NO. L don! roliow 
VOU far, Pato lilo, I don't follow your thinking. 
Our Savanna Creek contract shows the price is re- 
lated to volume that is carried through the pipeline. 
There are three stages of price, all of which is 
covered in the brief and, as the line goes into 
greater capacity and more is carried in the 30-inch 
line the producer price is increased, and that is 
related to a very limited area in Alberta, just 
north of Calgary to just south of the border, the 
favoured nations part of the contract. 
aie And this new contract, although 
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those prices may be higher, there is no take-or-pay 
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in this one,is that so? 

MR. McDONALD: Uns Yes, 26.28 a take-or-— 
pay for 150 million feet a day. TGs Pexaculy 
the same contract as at Sumas on a 90 per cent 
load factor. 

Allow me to check, Yes, I am speaking 
from memory but I am sure of that. 

Q. You say it is a take-or-pay? 

MR. McDONALD: Oh, absolutely, yes. 

Q. Now, Mr, Hetherington, may we 
get back to these transmission costs that have 
been worrying me. Have you got that calculation? 

MR, HETHERINGTON: I found the calcula- 
tion a little involved to do over the lunch hour 
and was not able to complete it in that time. 

Q. I have here a chart which shows 
the effect of the annual load factor on the gas, 
on pipeline transportation of gas, which will be 
put in evidence later. L WL not Dub cis 
iste now Dut it forms part of the brier of 
the Trans-Canada Pipe Lines, which had been de- 
livered but which has not yet become part of the 
evidence and, according to this chart, they show 
alpipe line annual load factor of 100 per cent, in 
the size of pipe line which they have, which is 
larger than yours, at something under 2 cents, 
and when we get over to a load factor which would 


be a little less than 70 per cent they show (and 


PAS sare : 
=: x ah 
fi a 
EM, ges ye Tot 
=, - ie 
4 So oe 


oma OE pm aie} 3 


+ . ee 7 ¥ , , ret | 
: Care ora hase tiioeds bl ro. OGM wah 
ron foe = i 1, oo 
app fe oom aro v =) aa ae 
SASS er ES Oe A teoDk L ‘ Gy os 
Lo Fae eee Bee ee - fae 
a ey o Fe oe 
ce ee TP eS _ 
Twa? acidity fio.te a Fe hey agotit ad ‘sload t93 
os ea tee g: > = ; = ih a . P 
itelie lao: gach. GO MOY, Iver .on' gniyiiow mesd 
SC fe Oe or sabe One eee 5 
fine ott - Heo} J OPA Aan Ta ist 
o ae r Ae sie 
. Ba SES Ss eee 
1h0D Pe: L Ba favo Ay ") Hey t ‘ ve 3 by £ E bm Mo by 2 
7 - eee 
ats ote 2sWi DMs 
eet % 
= W275: 
ae Ite emery 
ek Pile, by : 
r 2 ite < ants 
Say ae are ee nuts 7 
3 Se sonebive et tug 
be "Ain eeren ea SGP SS era 
ne dugg. sartoy oh Jud won tir Sastio 
” 5 Ca : - * ue Re a eee ae 
id, iy, ¢ ¥ = ; <) 
as.” Sneed hen sode. eeu hd qi abango~ angel anit 
: ac a t i rere sry aie mnt . pai 
ates 
aera 
are. 


pos) words yard tao vod oy nae seal © 


eb HRs, pry anks aie to esta ent 


fre 


OC & no Bamua te BA sosrsros” Berra ene" 


‘SFc199 ona Git. aa ado gh bsgt eset nee oat B 


‘aces Se faa REE, men 28 Ie white geds’ amare. 


biuow do dstw ena pact 5 of eave tex ow 


“pi aoe tset sonitton Oe ot we 


oe ae vor, Seni, "ety aha ene ok 


.Be% flO | “h Quay yoo an” 


= 


Fen tg oe | srodoet deol 


ES Ses 
at re a Pe 
Dg Sie Ry 3° (a ea Bi) pT Si two. TA 
: ae 4 fe _- 
ated To ovitese I dud yionem mors 
a tp tery = 


ee See eee BESS aes 


cae ee 


Be tee tee 


a a SOSA Sore 
£ ESSA oe wee 


ak 


i a 
7 a 


ae ee wr 


“ 
1341 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


this is Mcf per 100 miles) the cost as being above 
e+ cents. 

Then they show it increasing steadily 
until it passes 4 cents, when it is in the 
vicinity of 43 to 44 per cent load factor. 

Now, assuming that that chart is correct, 
as based on engineering, as to what load vies CaS se hap y= oe 
and how much transmission costs are affected by it, 
and on the figure you gave us this morning of 68 
per cent, would you agree with me that the cost would 
be, per 100 miles per Mcf, more than 23 cents? 

MR. HETHERINGTON : The number read off 
this chart is a little more than 23 cents. Now, 

I am not familiar with this chart and I don't know 
what they mean by cost. Tt says, "Weighted average 
cost of transportation, '' and I presume that includes 
the vate of return that the people who prepared 

this chart want to include in their cost of ser- 
VaCeyR 

Q. Well, it was prepared by the 
Commonwealth Services Group and they undoubtedly 
will be giving evidence; but one of the things 
that interested me very much, Mr. Hetherington, 
and from your knowledge in the gas business you 
may enlighten me on, when I looked at what they 
had and compared it with what the Western Canadian 
Natural Gas Company Limited had, they both say when 


you are working out your costs you include your 
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income tax picture as part of the cost. 

From your knowledge in the gas business 
would you say that is correct procedure and practice? 

MR. HETHERINGTON: Yes. It is when you 
are talking about cost in terms of cost of service. 
We Say that wight in our brief, or the equivalent of 
that, 

Q. They also include a rate of return 
rather than doing, as you were doing this morning, 
merely including your interest payments. Now, is 
that general practice in the gas business? 

MR, HETHERINGTON : Iniusine cost in “the 
Sense of cost of service, it is, yes. 

The numbers that we were referring to here 
that Mr. McDonald referred to, were our actual out- 
of-pocket costs. 

Q. Well, what I would like to have for 
the Commission is the calculation of the transmission 
costs in accordance with usual practice of those in 
the gas business, and I would also like to have 
your calculation and a memorandum showing the dif- 
ferences that you say should be taken into considera- 
tion. 

Now, I was also interested in noting that 
when you are talking about weighted average that 
that apparently is a method of allocation as opposed 
to the method of allocation that you were develop- 


ing this morning. From your experience in the gas 
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business, would you agree that that is so? 

In other words, if you are transporting to 
the end of your line so many thousand cubic feet 
and then have so many thousand cubic feet going only 


part way, that you weight that in arriving at your 


costs? 

MR, HETHERINGTON: Well, you can weight 
then. 

Q. Is that usual practice in the United 
States? 


MR. HETHERINGTON: Not necessarily. 
Q. Well, now, what do you mean by 
"not necessarily"? fs 1G good practice? 
MR, HETHERINGTON: Well, let me put it 
my way: I have had a considerable experience in 
cost allocations in the United States and one common 
method used by the Federal Power Commission is termed 
rolled-in rates, where everything is thrown into 
the same pot, divided by the total amount of the 
gas. The Michigan and Wisconsin Pipe Line is 
done on that basis and it does not matter whether it 
is a few miles in the field or right in Detroit or 
Green Bay, Wisconsin; everybody has the same price. 
There is another method also used in the 
United States considerably and it has been followed 
by Trans-Canada here in that they have zone rates. 
po COMO Velie tosis y prectLec, Lbs 


done both ways. The flat rate or rolled-in rate 
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theory is based on the idea that somebody closer to 
the field could not get gas if it were not for 
somebody farther away, so the fact that one is 
closer to the field does not necessarily mean any- 
thing and quite often it is decided that everybody 
on the pipeline should have the same rate. 

On the other hand, some people maintain 
if you are closer to the field and the transportation 
costs are lower, you should get a lower rate, and 
thete.sethe basis for alzonenrarte: 

Q. Well, in this particular pipeline 
of yours there is not very much distance in mileage 
between the take-off point for Vancouver and the 
Sumas terminal, is there? 

MR, HETHERINGTON: No, they are at the 
same physical location. 

Q. And B, C. Electric is required to 
run its own facilities from there to the City of 
Vancouver ? 

MR. HETHERINGTON: Yes. 

Q. So practically all of this gas in 
this system, with the exception of the smaller quan- 
tity of gas to Inland, comes right down through 
the whole system? 

MR. HETHERINGTON: Nes. 

Q. And you would probably agree with 
me that, under those circumstances, there should 


not be very much difficulty in arriving at, following 
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uUsval practice in the gas industry, what is a 
Proper iicure for Mcr for all of that gas? 

MR. HETHERINGTON: Well, there is no 
particular problem in it. 

Q. No, Now, can you tell me, from 
your experience in the gas business, where you have 
ever heard of the allocation that Mr. McDonald was 
putting forward this morning, where you allocate on 
the basis of the amount of space that you say is 
being reserved in the pipeline for these various 
producers, and do that on the basis of your total 
capacity line? 

MR. HETHERINGTON: Yes, every allocation, 
practically every allocation that is made in the 
United States and is presented before the Federal 
Power Commission is done on the general basis used 
pyriir. McDonaid. The costs related to the capacity 
of the line, or the demand costs, are allocated on 
the basis of the peak-day deliverability reserved 
for a particular market, and the costs that are 
avevlabple with throughput, such as the cost of the 
gas and the operation of the stations and items 
like that, the commodity costs, are allocated 
on the actual amount of gas used during the year. 

That is a common allocation referred to 
as the demand-commodity allocation, 

Q. And that is done where you have a 


situation such as here, where you build a pipeline, 
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as you say, made possible by the purchase of gas 
at the terminus by the U.S. company? 

MR, HETHERINGTON: leith, 2 2s none 16 
very nearly all cases. As a matter of fact, the 
Federal Power Commission has certain decisions; the 
Colorado River Fuel case is the case ordinarily 
considered the pattern on demand-commodity matters, 
and there are a number of things in it which are 
quite arbitrary. 

Instead of putting all the costs related 
to the capital investment in the plant, instead of 
putting all of those matters in, they arbitrarily 
split them 50-50 between demand and commodity, and 
there are various other methods used that are quite 
arbicrary. 

It is common practice in the United States, 
where the Federal Power Commission does not control 
the rates of direct sales by the pipeline, let us 
say, to an industry, the Federal Power Commission 
listens to the evidence on how the cOst of the 
pipeline and the cost of service should be allocated 
as between regulated sales and unregulated sales. 
Since the Federal Power Commission has no juris- 
diction over the direct sales, some basis must be 
arrived at for excluding the costs of the facilities 
relating to the making of the direct sales so that 
the Federal Power Commission can inquire into the 


rate of return that the company makes on its regulated 
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PF 


business. 

Mr. McDonald used the type of demand- 
commodity allocation customarily used by the Federal 
Power Commission in separating two types of ser- 
vice. 

Q. Now, getting at this cost picture: 
are you aware of any person in your corporation, 
any officer, ever telling the British Columbia Elec- 
tric that it was costing your company 25 cents to 


deliver gas at the take-off point, at the border? 


MR. HETHERINGTON: I am trying to recall. 


Q. Mer. MeMahon talking to Mr. Grauer? 

MR. HETHERINGTON: We had some discus- 
sions --- 

Q. Now, just answer the question. 


MR, HETHERINGTON: I will have to phrase 
4t this way, because these discussions were in con- 
nection with the sale of additional gas to Mr. Graver. 

Q. Mr. Hetherington, I am quite con- 
tent about that, but let us get this straight: I 
have been letting you make speeches right along 
because this is not a court of law; this is a Com- 
mission, and we are trying to help you and we are 
trying to get information to enable us to report 
to Canada; but please do not continue to do it, 
because my questions are simple and you should be 
able to give me a direct answer. 


MR. HETHERINGTON: Poe think L can give 
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you a direct answer. IT don't recall using the term 
of "25 cents" or any other particular cents, but we 
ean refer. to thic Exhibit C oe se taking our 
total revenue and dividing it by the total amount 
of gas sold, I think it will come out to something 
like 24 cents. 

On the one hand, we have sales to the 
United States at 22 cents, plus the sale to Canada 
on the demand-commodity rate, and the average of 
that, without any allocations or anything, has 
turned out to be 2/t or 25 cents, and that may 
possibly be the figure to which you refer, and I 
am sure, in our discussions with Me, Graver, we 
probably told him something like that. Pecos re = 
oall. specifically. 

Q. Now, in this contract between Bets 
Electric and yourselves regarding the thermal, that 
is a 75 per cent load factor, take-or-pay contract, 
Le ib not? 

MR. HETHERINGTON: T believe it is. 
Mr, McDonald, can you remember? 

MR, McDONALD: Yes. 

MR, HETHERINGTON: thinks. to2s a> 
per cent take-or-pay contract. 

ae And that is at a price of 34 cents, 
Ls 10 MOU? 

MR, HETHERINGTON: Well, it ts on 2. demand 


rate of $3.21 a month, plus a commodity rate of 
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20 cents per Mcf. 


ane Which works out ata price of 34 
cents on the take-or-pay? 


MR, HETHERINGTON: iets “Crue, 
Q. 


Why did you charge them the 
2 cents? 


extra 
Why did you charge 34 cents instead of 
32 cents? 
MR. HETHERINGTON: 


I was going to finish 
my statement and explain that. 


The contract pro- 
vides that the B.C. Electric Company must take this 


gas or pay for it at a 75 per cent load factor and 


I know -- I am trying to avoid hearsay, but I know, 
of my own knowledge, 


that the B.C.Electric intends 


to take the gas at a very much higher load factor 


and we specifically provided in the contract that 


the B,C. Electric can do anything it wants to with 
the gas available, within certain limitations. 


In other words, 


they could take this gas 
that represents the gas on any one day between the 


contract demand and 75 per cent load factor 
could sell to an industry, 


and 
let us say, 


and they are 
going to take this gas which, if they buy tt at 100 


per cent load factor, costs them about 30.4 cents 
per Mcf and they will sell the Valley gas not used 
by the electric generating station to industry at 


45 or 50 cents, quite a substantial mark-up and 


thereby reduce the cost of the gas they do burn 


in their thermal plant. 
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so it is not a matter of the price being 


Cc) 


2 cents higher. It is a demand-commodity rate and 


a? toe ©. CL blectric.dia buy at. 75 per cent load 
factor they would end up by paying 34 cents. 

Now, the B. C, Electric have told me and 
have told Mr. McDonald that they intend to run at 
a high load factor and, if they do that and are 
able to run at 100 per cent load factor, they will 
be paying 34 cents. 

Q. Well, why did you charge them 2 cents 
morevewi ties load factor of,75 per cent? 

MR, HETHERINGTON: We didn't charge them 
any more. 

Well, the other price works out 
at what? Thirty-two cents, doesn't it? 

MR, HETHERINGTON: The present price that 
B. C. Electric is paying is exactly the same as the 
thermal contract; they both work out the same. 

Q. One is take-or-pay on a 75 per 
cent load factor and the other isn't, isn't that 
right? 

MR, HETHERINGTON: Tia G) Secon. 

Q. Well, was the reason for you 
charging 2 cents more the fact that Pacific Nort- 
west had increased the price to Seattle by 2 cents? 

MR, HETHERINGTON: dani atch ram ek Wats eel Yeas 
said --- 


ae Didn't the fact there was an increas 


De I 


7 
» 
We dan hi at 
Eee ey ere anes 
Pal F. ae ab 
ei, 


ee ae 4 # 
10 Se o3e'% 


vr a tage Nis Pt Ay. Seraite DES ae ow sports sotoet 
a pers phe eee meee oe fe he - 


Cea mec et 


ta ate Tea 
OR pk a: a 
a) ‘ ‘a 


. iy ae a eens ehgere a 2 t 
hon a bios sane eed A Shee 


ita) G8 


7 oe 7 ] 
=e al aca ae. ; : ; ; 
bm 1 as es ae Oh Pett: Sle AON Dh bl oy wea 
ae ee gates baa oo ® A 
| : ae St a = oa Faas 
fin. Be “2, < WHRE f. TOD}: ayer tte Er & 
ai f x 
: ae - 
c eect ee 
be paes Ul 
fiw wert i900. Faq. tein 28 i oF Ss fds 
P- , pas an tee wee ey a z 
Br EOS a sat 
oo 
aicso FE gatyeq od 
Aten _ [3 i + : acre: ies ” ' 
nike 2 an : Byes ws 2 on ria r a 
| : Bue ican a vile Deb & 
; te 
i aa 
1} 
YS ee | | ey oO ED Op &e Ax, evs 3B As) . eTtoMm 
Bb eae ts we ee 
sure! os ete ee or 
rhe 3 Q PUA T een a Ay 
ey Phis2 : & BT eat ce bm, ofl 4 = 
) oy Fa bee 
ese 
FIOM YB 
=A ee eso aes 
iS eh Cre oto i F ia * 
: scm te erie Sirs Pe rss a 


a tao? eee 
‘ aH: {RM 
o ” ye n 
ai ( et, sfetoe re Oy) Wi 
Sia. Oye a = : 
(toned AGS Laurvodd 
es ee ae 7aies es tee 
9 eae 
aid Fine! “Pinal opto ead Dis 1O30m2. exits Ect 
2 Fite ie ‘,, 
& aig ie Ps nfo £1 ' YTS an7TsH fn YY a °6¢ 
7 F ae we-5 a BE 7 b ‘ 7 - 
Vog to) Woe seen a eld <a ow 4 Sf aw s 
errs e: : \ 
dav ‘oti fost Fads os) ane- "40M ae 
fetneo 3 yd s£itsePiog} 4 
i .ite to dari 


Sea en 


a toctice’ ng Zhe ‘Sone tant 


5 
hs te 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


of 2 cents by Pacific Northwest have anything to do 
with this 34-cent figure? 

MR. HETHERINGTON: This is a. question 
like, "When are you going to stop beating your 
wife?" 

First of all, we didn't charge them any 
more; the rate is exactly the same, So I cannot 
Say anything as to a comparison of a change in 
prices which we did not make. The rate is 
exactly the same. 

Q. UiGee wo i Lecuric COnglderm they: 
should have a rate of 32 cents with a 75 per cent 
load factor, take-or-pay? 

MR, HETHERINGTON: No. 

Q. They never expressed such a view? 

MR. HETHERINGTON: They wanted the gas 
for about 20 cents. They wanted it as cheap as 
they could get it. 

Q. Can you ascribe any reason for 
that difference I mentioned? 

MR, HETHERINGTON: There is no difference; 
the rate is exactly the same. The demand rate is 
Ae eeu per month for every Mcf on a daily demand, 
and the commodity rate is 20 cents, and at any 
load factor, that one rate in the original contract 
being the same as in the thermal contract, you will 
come exactly to the same price at each load facvor. 


Q. Were they seeking to associate that 
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price with the price that was being paid by the 
American Pacific Northwest? 

MR, HETHERINGTON: They wanted to buy 
the gas at 22 cents and we told them we could not 
afford to do that. 

Q. And was the reason you could not 
afford to do it that it was costing you more than 
thac to-prines it to the border? 


MR, HETHERINGTON: We approached the 
B. C, Electric with a view to economics and gave 
them what we felt we would have to pay for the gas, 
where we thought we would have to go to get it and 
the cost of the facilities we would require to get 
the additional gas for the thermal plant and we 
outlined the matter to them and they naturally 
saw that we could not afford to do it and they 
went along with us at the present price rather than 
insisting on a 22-cent price. 

ae Now I would like to shift the 
topic of discussion, if —) might, to a) subhead, and 
the first one I want to refer to is the prospectus 
of the company dated September Lice oor, svaroing 
at the bottom of page 17, dealing with the Peace 


River Natural Gas Company Limited. 


Mr, McDonald, who was the principal share - 
holder of the Peace River Natural Gas Company 
Limited? 


MR, McDONALD: Pacific Petroleum owned 
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Sones Or Sa,pers cent of che’ atock: 

Q. And the remainder of the share- 
holders were Canadian individuals, or what? 

MR. McDONALD: Well, they were individuals, 
both Canadian and United States individuals. 

Q. In any way, were any of the officers 
of Westcoast Transmission holding shares personally? 

MR. McDONALD: Oh, yes, there is no 
question that quite a few of them do. 

Q. Any of thes officers: ofy Pachiic 
Petroleums owning shares personally? 

MR, McDONALD: No question cd that. 

my Outside of the people associated 
with Westcoast Transmission or Pacific Petroleums, 
how many shares were held by what I would call the 
outside public? 

MR. McDONALD: Oh, I would say --- 

Qe Give us the percentage, 

MR, McDONALD: Ian Bure: Ltgie in, tie 
prospectus somewhere. I would say roughiy 52 
per cent --- 

Q. Tecoula not Lind thar. 

MR. McDONALD: Well, at the bottom of 
page 21, Mr. Frank McMahon, Mr. George McMahon 
and Mr. Norman Whittall -- there is a group that 
owns 36,000 shares out of a total of slightly over 
3,000,000 shares issued. 
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directing yourself to the directors and officers 
of Westcoast? 

MR. McDONALD: Thatls rient. 

Q. In addition to that, I am asking 
about directors and officers of Pacific Pete. 

MR, McDONALD: iogam sorry L did not make 
Mmyseis clear, Those are the officers and directors 
of Pacific Pete that I mentioned there. Peace 
River Natural Ges is a subsidiary of Pacific Petro- 
leums and the officers are practically identical. 

Q. So when you use the phrase 
"directors and officers of the company as of 
June 50, 205/425 a. froup, own so much, that means 
the persons who are both officers in Pacific 
Petroleums and also in Westcoast, is that it? 

MR. McDONALD: No. Rise y ofat ea krieare) 
Petroleums -- Mr. Gauthier might have been the 
nominal secretary for Westcoast at that time; I 
am not sure. However, Mr. Frank McMahon, Mr. 
George McMahon and Mr. Whittall were directors 
of the three companies, Pacific Petroleums, Peace 
River and Westcoast. 

Gi. tT read that, perhaps incorrectly, 
as a statement of fact, that certain people were 
officers, and then it goes on to say, as a new 
statement of fact, "Directors and officers of 
the company." 


Me. McDONALD: This. is a Westcoast 
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prospectus, Mr. Patillo, and'the company" is always 
Westcoast. 

Q. Now, I am asking about the direc- 
tors and officers of Pacific Petroleums, separate 
and apart. What group of shares did they own? 

MR. McDONALD: The only other directors 
of Pacific Petroleums would be the officers that 
are not named there, and I just don't recollect 
that I have, anywhere in this prospectus, a 
notation d& their interest. 

Q. Would you be able to file with 
the Commission in percentages only, showing the 
total numper of shares as 100 per cent and then 
the percentage of the shares owned by Pacific 
Pete or any of the associated companies of 
Westcoast Transmission; then the shares of any 
of the officers or directors OL any ol che ~2sso- 
ciated companies and then, finally, the shares owned 
by any person who 4s eompletely independent of the 
group? 

I think you had better show, separately, 
too, the shares owned by any of the officers or 
directors of any of the underwriting houses or 
the members of their families and, when I use 
this phrase, when I am talking about individuals, 
T include, of course, the members of the family 
or any investment company which they have a 
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MR. McDONALD: I will be glad to do 
Giao, Me LPattiiio., It will take a few days to 
get the information. 

Q. I appreciate that, 

MR. McDONALD: You are speaking of the 
date of this prospectus, which is the relevant date 
to what you are referring to? 

MRS PATTILLO: As I understand it, the 
Peace hiver Natural Gas Company Limited was wound 
up, shares of Westcoast Transmission were given, 
certain of them, for the assets. 

Q. is that true? 

MR. McDONALD: That 18° true. 

Q. And then those shares were distri- 
buted out to the shareholders of Peace River? 


MR. McDONALD: Theat, as Crue: 
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Q. And Pacific Petroleum as a conse- 
quence received approximately 500-and-some thousand 
of the shares? 

MR. McDONALD: That is right. 

Q. And the remainder went out to indi- 
viduals or other companies? 

MR. McDONALD: Yee. co the public -= 
whoever the shareholders were. 

Q. And the result of the transaction was 
that there was a capital gain in the aggregate of 
about $18 million. 

MR. McDONALD: No -= I just do not under- 
stand. I mean, I do not know what you mean by that. 

Q. I will put very clearly what I mean. 
I think it shows up right here in the prospectus. 

"The shares of the production company to 

"be acquired by the company under the 

"apove agreement will be carried in the 

"company's accounts at approximately 

"#95 800,000,equivalent to $24.00 per 

"share of company's stock to be issued 

"therefor." 

Now, at that time Westcoast Trangmission's shares 
were selling on the Exchange for more than $24, 
were they not? 

MR. McDONALD: On? vee. 

Q. sure. 


MR. McDONALD: Yes, there is no question 
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about that. 

Q. And this amount is approximately $18 
million in excess of the net book value of the 
underlying assets to be acquired? 

MR. McDONALD: That is the net book value, 
that is true. 

Q. That eine wort? 

MR. McDONALD: What page are you reading 
PPO wires PaCuLLLo? tT am sorry. 

Q. From page 18. That is the cost? 

MR. McDONALD: TWhatvis, true. 

Q. If something cost so much and you sold 
it for so much and you made a gain of $18 million I 
assume everybody would say that is a capital gain. 

MR. McDONALD: I understand. Well, what 
has happened is this, Mr. Pattillo: The investment 
was whatever the figure was you mentioned, but what- 
ever the value was at the date of the sale it was 
$25 million-odd. 

Q. Well, that was an armslength trans- 
action, was it, Mr. McDonald? 

MR. McDONALD: I would say it was an arms- 
length transaction. It was fully investigated. 

Q. beep Us pub. boo lake thie: Whatever 
my understanding of an armslength transaction is, 
and whatever your understanding of an armslength 
transaction is, would you consider that Peace River 


-- dealing with WestcQast Transmission and Pacific 
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Petroleums -- could ever be said to be at any arms- 
length position? 

MR. McDONALD: Mr. Pattillo, there are 
two responsible Boards of Directors -- three -- in- 
yolVet@in thas transaction. They are all reputable 
businessmen, and I think they have devoted to the 
problem whatever was necessary to make it a proper 
transacvion, in the ‘culmination, for the benerit 
of the companies concerned. 

Q. Do not misunderstand me. I am not 
Saying it is not proper; I am merely saying that 
you and I know that that is not as we understand 
the words "armslength transaction"? 

MR. McDONALD: Ei donot, want torauLpole:, 
but I do not want to be here on this stand and under 
oath making a statement which I am not sure is a 
proper statement to make, in the sense that there 
are many definitions of what is "armslength", as 
you know as well as I do, and I am not prepared to 
go to the extent that you want me to go. What I 
want to say is --- 

Q. I would not want to have anybody 
questioning the transaction at a later time because 
of any statement you make. 


MR. McDONALD: Yes, I think I must look 


after the interests of my shareholders. 
Q. Yes, but you will agree that there 


is a possible capital gain to the shareholders of 
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Peace River Natural Gas Company Limited of $18 
million based on the shares of Westcoast Transmis- 
sion being $24 a share? 

MR. McDONALD: Mr. Pattillo, there is a 
Sale of the stock of Peace River. It was selling 
on the Stock Exchange for something in the neighbour- 
hood of at least $8 to $10. Therefore, it was a 
three-to-one transaction. The public had already 
established the capital gain in their valuation of 
tiles SstGOockK, SO as far as a capital loss or a capital 
gain was concerned it had already been taken into 
account in the value of the properties. 

Q. Now, I would like you to look in the 
same prospectus at page 44 -- perhaps, before I 
@ome to that I can ask you to look at page 43. 

MR. McDONALD: VES sob. 

Q. Tac Us a list of the officers: and 
directors of the company? 

MR. McDONALD: yes. 

Q. Mr. McMahon, in addition to being 
an officer of Westcoast Transmission, is an officer 
Cpereacinie Petroleums ? 

MR. McDONALD: yes, ne is chailrmam of 
Lhe Board. 

Q. Was-he an officer of Peace River? 

MR. McDONALD: Yes, I think he was presi- 
dent. 


Q. Is he in any way an officer or director 
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of a company known as Inland? 

MR. McDONALD: Not Mr. Frank McMahon, no. 

Q. Is he an officer or director of 
any of the companies other than Pacific Petroleums 
from whom Westcoast Transmission is purchasing its 
gas requirements? 

MR. McDONALD: i think he is a director 
of Canadian Atlantic Oil Company from whom we do 
purchase a substantial amount of gas. 

Q. ig Me in any way an ofiicer jor direc— 
tor of the Jefferson Lake Sulphur group, or --- 

MR. McDONALD: No. 

Q. ---or Phillips Petroleum? 

MR. McDONALD: No. derinively not, 

Q. And Mr. George L. McMahon; he is an 
officer of Westcoast and also of Pacific Petroleums? 

Mint MCDONALD: Yes, sir. 

Q. Also of Peace River? 

MR. McDONALD: Yes, he 1s a) direcvor of 
Peave River. 

Q. And the president of Inland? 

MR. McDONALD: No -- heavens no. 

Q. Is he an officer of Inland? 

MR. McDONALD: No. 

Q. No? 

MR. McDONALD: You have not come yet 
to the third McMahon. 


Q. How can I come to him when you have 
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left him off? I have only got two McMahons to 
work with, There is a third one, is there? 

MR. McDONALD: That is right. 

Q. And do I have to worry about any 
more after that, or --- 

MR. McDONALD: No. 

Q. Weil, there is a third one in Inland? 

MR. McDONALD: He is the president of 
Inland Natural Gas; John A. McMahon, is his name. 

Q. And is John A. McMahon in any of the 
other associated companies with Mr. Frank McMahon 
and Mr. George L. McMahon? 

MR. McDON“LD: beris Certain y NOt in an 
active capacity. I have not run across him in busi- 
Nese excepu in regard to Inland. 

Q. And the next gentleman's name is your 
own name, and as I understand it you are a director 
of Pacific Pete and all the associated companies in 
the Westcoast Pacific organization? 

MR. McDONALD: VYes,) L.am a director of 
Canadian Atlantic Oil Company, but that is inciden- 
tal to my legal work rather than --- 

Q. LUPUS ep eS ghee 

THE CHAIRMAN: May L interrupt you for 
one moment, Mr. Pattillo. Hor the benefit of the 
members of the Commission have you by any chance 
got two or three copies of this 1957 prospectus? 


MR. McDONALD: I might be able to scare 
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up some; if not, I can have them by Monday by wiring 
tonight. Iney were in great demand at one time. 

THE CHAIRMAN: Ves. . realize thay. —.£ 
managed to get one for myself. 

MR. PATTILLO; Here is one, Mr. Chairman. 

MR. McDONALD: IT have another one here, 

THE CHAIRM:N: Thank you very much. 

Mine AY LLGOs Q. Now, Mr. Douglas J. 
Owen; he is --- 

MR. McDONALD: Yes, he is administrative 
assistant to myself and Mr. McMahon. He is not now 
a director. His place has been taken by Col. Victor 
Spencer of Vancouver. 

Q. And is Col. Spencer just on Westcoast 
Qe lene cn any oL.the --= 

MR. McDONALD: Sib yecuave. checking, Mr. 
Pattillo, I am sure he is only on Westcoast. 

Q. Now, we come to Mr. Lioyd 8. Gilmour, 
As I understand it, he comes from the City of New 
York end is a partner in the firm of --- 

MR. McDONALD: Eastman Dillon, Union 
Securities & Company. 

Q. Ts hee director of all the companies 
within the Westcoast Transmission group? 

MR. McDONALD: No, Mr. Gilmour's associa- 
tion is only as a director of Westcoast. 

Q. Is he associated in any way,to your 


knowledge,with El Paso? 
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MR. McDONALD: I would say No -- no, he 
is not associated --- 

Q. Or Pacific Northwest? 

MR. McDONALD: No. 

Q. Mr. Muir, the president of the Royal 
Bank of Canada; is he a director of just Westcoast, 
or any of the others? 

MR. McDONALD: Just Westcoast, Mr. Pattillo. 

Q. And the Hon. Frank M. Ross, the 
Lieutenant Governor of British Columbia; is he just 
a director of Westcoast or is he on any other group? 

MR. McDONALD: He was a director -- at one 
time ne wae acdirecvor of Peace’ River. Tam not sure 
that he was a director at the time of the amalgamation, 
Gham felony 

Q. Was he a shareholder at that time? 

MR. McDONALD: He was definitely a share- 
holder of both Peace River and Westcoast. 

Q. And Mr. Norman R. Whittall, as I under- 
Buand 10, 15 a broker in the City of Vancouver? 

MR. McDONALD: That Pee rLent . 

Q. Is he a director of all the associated 
group of Westcoast? 

MR. McDONALD: Yes, Mr. Whittall and Mr. 
McMahon originated all these companies many, many 
years, and he has continued as a director of all 
of them down to the present time. 


Q. Is he a director of any of the 
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ANGUS, STONEHOUSE & CO. LTD. 
companies from whom Westcoast is buying gas except 
I would have to check 


Pacific Petroleums? 
McDONALD: 
of Canadian Atlantic or 
a director 


MR. 
whether he is a director 
noc. loam pot sure, Mr. Pattilio. He is 
of Inland Natural Gas, though. 
Was he one of the promoters of Inland 


Q. 
He was in at the start, yes. 


Natural Gas? 
MR. 


Q. 
Inland Natural Gas does Westcoast own? 
Westcoast? 


McDONALD: 


McDONALD: 
And what percentage of the shares of 


MR. 


Yes. 
It owns none whatsoever. 


Q. 
MR. McDONALD: 
And what percentage does Pacific 


Qe 
Petroleums own? 
MR. McDONALD: Of Inland? 


IT will 


Yes. 
I think they own stock in 


Q. 


MR. McDONALD: 
Inland. That should be in the prospectus. 
have to enquire, Mr. Pattillo, and give you that 
information along with this other information. 
Thank you. Now, Mr. Whittelsey -- 
2S. Cie a: 


Q. 
Whittelsey; 
Yes. 


Charlies C. 
MR. McDONALD: 
Is he another partner of Eastman? 
Whittelsey is 


No; Mie. 


Q. 
TG « 


McDONALD: 
& Davis, 


MA. 


president of Ford, Bacon 
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Q. That is the company from which Mr. 
Hetherington came? 

MR. McDONALD: Yes, 

Q. Is he a director of all the companies 
in the group? 

MR. McDONALD: No, his only association 
£38 85 a director of Westcoast. 

Q. Is he a director of Pacific Northwest? 

MR. McDONALD: No. 

Q. On Chimps aco. 

MR. McDONALD: No. 

Q. Or of any of the companies that are 
Supplying gas to Westcoast? 

MR. McDONALD: No, he has no connection 
with them. 

Q. Mr, Hetherington we know. I assume 
thatene 16 a director of therotvher companies within 
the group? 

MR. McDONALD: Yess (ces nCty a Oyrecucr 
of Westcoast. 

Q. He is not a director of Westcoat; 
just vice-president. 

MR. McDONALD: No, he an officer of West- 
coast. 

Q. I see. Now, I have exhausted the 
liet of Girectors, have [? 

MR. McDONALD: You have, Mr. Pattillo, yes. 


Q. All right. Now, I would like you to 
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e@ 


look at page 44 of the prospectus. There are two 
paragraphs to which I wish to call attention -- 
perhaps there is just the one: 
"During the period between the organi- 


"Zation of the Company in 1949 and February 


M4953, Pacific Petroleume Ltd., Frank M. 
"McMahon for himself and others, partners 
"of Eastman Dillon & Co. (now Eastman 
"Dillon, Union Securities & Co.), Sunray 
"Oil Corporation (now Sunray Mid- 
"Continent Oil Company) and E.A. Park- 
"ford acquired an aggregate of 500,000 
"shares of Capital Stock from the Company 
"Por an aggregate consideration of 


ere oOem (Cane ity a 


Now, stopping there, the Sunray Oil Corporation -- 
46 that the company of which the chairman is Mr. 
Wright to whom we referred this morning? 

MR. McDONALD: Mes, Mr Cut, Weibent. 

Q. And he is the gentleman who was with 
you and Mr. Hetherington and Mr. McMahon and Mr. 

Fish and Mr. Adams, I think it was, at the famous 
interview that we were discussing this morning? 

MR. McDONALD: I should correct you so that 
you will not get any misapprehension. Mr. Hethering- 
ton was not at the meeting in Chicago that you refer 
to. That is the reason nothing definite was done at 


that meeting. 
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Q. But Mr. Wright was? 

MR. McDON4LD: Mr. Wright was there. 

Q. Who is Mr, E.A. Parkford? 

MR. McDONALD: Mr. Parkford is a gentleman 
who, with Mr. McMahon, felt that the proposition of 
developing the Peace River country for gas and moving 
it to the Coast was a good idea. He introduced Mr. 
MeMahon vo Me. Wright, 2L think, and then to, Mc. Glimour. 

Q. Whers. does Mma Parktord live? 

MR. McDONALD: He lives in Los Angeles. 

Q. How many shares did he get for these 
introductions. 

MR. McDONALD: Well, he was one of the 
original group, and his interest, is, 25,000 shares,, as 
Papeete d., Here), 

Q. 2, OOO. OF tne orl eilnal. 500 ,0007 

MR. McDONALD: Yes, Lhavvasyrienc. 

Q. He gotu25,0007 

MR. McDONALD: That is right. 

Q. Mr. Wright -- was it the Sunray Oil 
CUarporattoneor Mr. Wright. om both, -who got. their 
shares? 

MR. McDONALD: Oh, no, the Sunray-OLl 
Company, Mr. Pattillo, is a wholly-owned subsidiary 
of Sunray Oil Corporation which is acting in Canada. 
The shares referred to here went to the Sunray Oil 
Company and, consequently, to the Sunray Oil Corpora- 


tion.» Mr, Wright onlysheld.a-directon's share. 
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if 
1 


“al 


niet 


Q. How much did they get of these 
500 ,000? 


MR. McDONALD: They got -- just a moment 


while I look. They got their proportion, 118,000 
shares, of that particular distribution. 

Q. Yes. Now, what did they get that for? 
What did they do? 

MR. McDONALD: They were the original pro- 
moters of the company, and the promoters -- when I 
say ‘the promoters" they were the original group 
under which the company was being carried on, and as 


you notice the shares issued were issued to all of 


the shareholders at the same rate. Now, I might ex- 
plain so that you will understand the context, that 
the Sunray Oil Company is a 25 per cent owner of 
practically all of the acreage that is held under the 
group which is called Pacific Associates group in the 


Peace River area, and they have borne 25 per cent 


of the Gost of development in that area from 1951 to 
vot Ss. Ulme.. 

Q. Not alli of the costs in that areca. but 
all the costs of the people that are selling gas? 

MR. McDONALD: Yes, under the Pacific 
Sroup ee 2t is called, 

Q. Yes. And Eastman. Dillon, Union Securi- 
ties & Co. --- 

MR. McDONALD: Yes? 


Q. The partners of that concern -- how 


i nd 


might 
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many shares did they get at a nickel apiece? 
MR. McDONALD: That would be 118,000 shares. 
Q. 118,000 shares? 


MR. McDONALD: Yes. 


Q. And at that time between 1949 and 
February, 1953 what had they done to get that? 

MR. McDONALD: Mr. Gilmour had devoted, I 
would say, about 25 per cent of his time to the West- 
eoast project. They, again, were originators of the 
program, and this distribution of shares was the 
typical thing that is done in practically all the 
companies distributing to the original shareholders 
the shares at a nominal value. 

Q. Mr. McDonald, you and I do not think 
alike about that. Now, was that block of shares to 
Eastman Dillon and Company subsequently transferred 
to members of their respective families? 

MR. McDONALD: Oh -- yes. The partners of 
Bectuman Lillon & Company, Since it is a partnership 
-- when they arrived they were distributed to the 


individual companies and retained as capital of the 


business, and disposed of as they saw fit, but the 
partners did get their proportionate interest in 


the shares. 


Q. I read somewhere that they distributed 
them out among members of their families, or, at least, 
some of them had done so. 


MR. McDONALD: Yes, I think so. 
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Q. Yes, a nice present. Now "Frank M. 
McMahon for himself and others’ -- what was the 
block that Mr. McMahon got? 

MR. McDONALD: 118,000 shares. 

Q. And can you tell us to whom they were 
distributed, including himself,and in what quantities? 

MR. McDONALD: Well, I can tell you about 
my own. 

Q. Yes? 

MR. McDONALD: Ep eo, 10,000° shares out 


of that lot. I purchased 10,000 shares from Mr. 


{ 


McMahon for the same 5¢. 
Q. Yes? 
MR. McDONALD: Nowe | vne Giner associlared)—— 


the only one I know definitely of would be Mra George 


McMahon. No doubt he had an interest, but offhand 
I cannot give you any more particulars than that. 

Q. Is it possible to determire that from 
the share registry? Who would be in this group -- or 
is the only person who can give us that evidence Mr. 
MeMahon himself? 

MR. McDONALD: I would have to look at 
the records of the company. I am sure that it 
could be done, Mr. Pattillo. I.can look. 

Q. I understand Mr. McMahon is not well 
and is presently in New York. 

MR. McDONALD: He is in New York, yes. 


as And he is unable to be here because 
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" of illness. Well, the Commission would like to 
have that information as to who got those shares 
allotted to Mr. McMahon and his group, and the quan- 
tities in which they were allotted. 

MR. McDONALD: Yes. 

Q. Now, Pacific Petroleums Limited -- how 
many shares did it receive of the 500,000? 

MR. McDONALD: 118,000 shares. 

Q. 118,000? 

MR. McDONALD: Nes. 

Q. Now then, we go along continuing to 
read the paragraph: Lea wendei helped iy 10554 2000 
-- that is when you knew the thing was really going to 
NOD at ais 

MR. McDONALD: No, that is when we had a 
contract with Pacific Northwest. We had nothing else 
but that contract. 
Q. --- and that approval -- did you have 


approval from the Federal Power Commission at that 


time? 

MR. McDONALD: No. 

Q. NOtsin. Apel. Ob? 

MR. McGDONALD: No, not until November of 
Popo. 


Q. I see. But, you had the contract then? 
MR, McDONALD: That is true, yes. 
Q. So then an additional 125,000 shares 


of capital stock were acquired from the company by 
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Pacific Petroleums Limited, Frank M. McMahon for 
himself and others, partners of Eastman Dillon & 
Company and Sunray Oil Company, for the nickel a 
Share? 

Mive MCUONALD: That is true, Mr, Pattiillo. 

MR. FRAWLEY: Is this an additional allot- 
ment? 

Mi) PAT TIELUG: Yes, somebody had decided 
that they needed a little more. 

Q. How were these 125,000 divided up? 

MR. McDONALD: Well, these were divided in 
exactly the same proportion as was the original 
HOODOO or Wwery close to. 1%. Mr Parkerord: oLdasnor 
PacurcUpavewun Love, Meo. Pattilio. 

Q. Hewied been, pald Tor nis introductions? 

MR. McDONALD: Well, nis interest had 
terminated at that point. 

Q. So,did Eastman Dillon -- perhaps you 
can explain to us, Mr. McDonald, what was the reason 
for the additional 125,000 shares? 

MR. McDONALD: The shareholders decided 
that the base stock, as it were, could be increased 
on trom) 500,000 py 125,000. You see; nobody had 
an interest in this stock except these individuals, 
and if they wanted to distribute it on that basis 
there was no reason why they should not. 

Q. it only meant that the coffers of the 


company were not going to have as much cash as they 
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might otherwise have? 

MR. McDONALD: No, decidedly not, Mr. 
Pattillio..elt had no bearinerat: all on.,tie finan- 
cing of the company. 

Q. We will deal with that in a moment. 

MR. McDONALD: Mires. Pateilio.. juste berore 
you leave that I think I should read the prospectus 
so that the record will have the full details of this 
ac the oné) time. 

Q. What have I omitted? 

MR. McDONALD: LT am reading from the pros- 
pectus of April 23rd, 1956. After detailing what 
you have just mentioned the prospectus y2Zoes -oni--- 

THE CHAIRMAN: What page is this, please? 

MR. McDONALD: Thated sanos. Lnesprospectus~-—— 

THE CHAIRMAN: I have the prospectus of 
DPBL Asoc. 

MR. McDONALD: Thateis  page.3+ 

"The price paid for such 625 shares 

"was, accordingly, approximately 5¢ per 


"share, The public offering price of the 


"shares of Capital Stock (including that 
"oortion of the public offering price 
"of the Units allocable to the shares 
"of Capital Stock included therein) 
"being offered hereby is $5 per share. 
"The -aifference between the cost of 


"such 625,000 shares to the promoters 


a f a eo rnd? 
‘ ig ie este a3 
ie aa eae) b o ae 
or oy’ 
Say #4 .s re a 
pe Poy we an, « 
an iea anes 
- roe 
hfe ARES , 
' 
7 ahs 
be ap 
2 teres :. 
= cae 
ae 4 x 
S* - 
2 Pa ue an 4 ’ 

SIT A SAP = ay ey a 
Ue B Zs sg via | iy : En 
se ae Sen ek * a hed ‘ 

oD y nm : Pe rt 
Se Seeae J ’ 7 ees 
ate ‘ ng : tha = 
. <e 
i af Hh 38 
Na Tee J i 4 pes 
SS he et iy Bi ! 
= eae Oey Kein NS gp ends 
\ ; ee 
ae me ory 
* 
3 cm ] 
mit : 
wf ery 
BEE AS 
Cs opel | 
. é he 
Poe tc ‘ 
a as ’ 
< ¥ r ener st ’ r 
yes - * me . * ‘ 
f 
ei 
: ’ . my A a “a - fod 
4 . i cat es 
i 
oh cana 
=f ' oe 
r #44 , rif 
| 
r 
ig - ‘ 
5 es hee D ry t } 
5 
elie i & wit 
= . o = 
so Be { ° 4 be ob i 


i) @sedemoug sa Og, Berea v0 ds ) Ee oi ies 
o 7 - 7 ; i | 


——- - : 


O71 Oo é eNYoHEMOTe aumHA / 
omaree oreoncr ON 


Vayvend -seivraite sAxsiw ; 


of anhen ol = ..oLEs 
a ‘ 4 = +e ae 3 
» Ve iy +i 4 


” a. - ” i 
my “7 
= a - ae oe “mn 
' - ahees BW iS 
a: ” LS) . 
et | wires \ — 
ess ‘1 
ree ri 
\ 
a 
5 een Tee R 
c [st PRES, 
* 
id a . iz isl 
ioe ee T6573 
j . — 
2 a, 3 ae pire 
A eke ee % a 44 & e¥ 
ae, eae 
’ \ U 
* Ge .. oie 
re et . 4 
1 
oe, : 
Theat 
: a LGA 
B rh bd ar 
ete Or tat - 
eh % * 
1 
i 
bee ‘ym - 
7 : 
3 : Pee? = KA | 
- 
, 
a Pitas | { 
: seedy / 
. - << 
g gay 2s eb ee 
0 @6h igs 
4 A _ 
& + * - ’ 
f Gs a | 
7 ~ * 4 & “ 
be SGdg 20 


acHewsT tay adr" ora 


awh a 


- 


> 


= 
¥g 
eI 
N= 


29 
ANGUS, STONEHOUSE & CO. LTD. ‘ = (2 
TORONTO, ONTARIO 


"of the Company and the cost to the public 

"of an equal number of shares acquired at 

"the said public offering price would be 

"on aggregate of $3,093,752. In view of 

"the difference in circumstances existing 

"at the times when the outstanding shares 

"of Capital Stock were issued and those 

"existing at the present time, the Company 

"believes that no inference that the 

"consideration received by the Company 

"Por such 625,000 shares and that received 

"Por the shares being offered hereby should 

"necessarily bear any relation to each 

"Other is justified." 

That was a warning to anybody who wanted to pay $5 
that these were outstanding -- that the 5¢ stock was 
outstanding. 

Q. Now, perhaps I should ask this about 
the 625,000 shares issued that we have Gst -peen 
falking abouy. Are they all Bti il neld by the rier 
Mat Holeera, or <= 

MR. McDONALD: I have no means of -- I 
have no way of determining that. 

Q. Well, the share registry would dis- 
close that, would it not? 

MR. McDONALD: It would disclose the gross 
amount of shares owned by these individuals, yes. 


Q. It would be possible to trace from the 
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share registry, would it not, whether these shares 
had been sold, or any part of them? 

MR. McDONALD: Lintay Be seMes, Patii Tio. 
We have, Mr. Pattillo, in excess of 18,000 or 
19,000 shareholders. 

Q. Yes, I am not saying it would be an 
easy task, but I am merely suggesting that it could 


be done. Now, we come to the top of page 46. 


tt 


"By agreements dated February 1, 1955, ... 
-- and you remember that the last 125,000 was issued 
Per Aoi Wj ah? 

MR. McDONALD: yes. 

Q. "By agreements dated February 1, 1955, 

"as amended December 29, 1955, the Company 

"granted options to Frank M. McMahon and 


"Rastman, Dillon & Co. (now Eastman Dillon, 


"Union Securities & Co.) to purchase a 
"maximum of 200,000 shares each of Capital 
"Stock at a price 20% more than the 
"offering price to the public of the shares 
"of Capital Stock of the Company at the 


“time of the initial public offering of 


"4ts securities (the option price to be 


"calculated in Canadian funds as to Mr, 
"McMahon and in United States funds as 
"to Eastman, Dillon & Co.). Said initial 
"oublic offering was made in April 1956, 


"ond the offering price of the Capital 
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"Stock was $5 per share, and the option 

"orice was accordingly $5.97 (Can.) per 

"share to Mr. MeMahon and $6.00 (U.S.) 

"yer share to Eastman, Dillon & Co.)" 

Now, just stopping there, I notice that the offering 
price was to be $5 per share. What were the shares 
trading at, do you know, on the day of the offer To 

the public -- what price? 

MR. McDONALD: There was not any trading 
for the simple reason there were no shares outstanding. 
You are talking about across the counter offerings in 
anticipation? 

Q. Yes. 

MR. McDONALD: Lt do note mows o2. think Lt 
was better than $5, Mr. Pattillo, but I really do not 
know. I was too busy at that particular moment to 
PnduULre UNnLO at. 

Q. But you would be able to give us that 
information? 

MR. McDONALD: You would have to look at 
the over-the-counter transactions of some reputable 
broker some place. That is the only way £o find out. 

Q. And you have no recollection at all 
as to what they were? 

MR. McDONALD: No, honestly I do not. 
There was some premium -- they were better -- Lhene 
was what is called the anticipated market for TWO 


or three days. 
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Q. What I am going to suggest to you is 
that the over-the-counter price when these shares 
went on the market was in excess of this option 
price to which I have just referred. Was that not 
SO? 

MR. McDONALD: It would be better than 
$6. If it was better than $6 that would be the case 
but, you understand, that there is not, Mr. Pattillo, 
a ready trading because the stock was not available, 
and it is against the rules of the Exchange, and it 
is only the offerings as between brokers that estab- 
Aisi the orieo, 

Q. Now, the option to Mr. McMahon expires 
January 31st, 1960, and the option to Eastman Dillon 
expires on January 31st, 1965? 


MR. McDONALD: That Ls PLentv. 
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Q. "The consideration paid by Mr. 

"McMahon and by Eastman Dillon 

"& Co. to the Company for these 

"options was at the rate of 1/2c 

"(Can.) per share of Capital Stock 

"subject to the options. As of 

Upon te ws US SV et ricloomelauve le) a 

"sranted to Mr. McMahon was un- 

"exercised as to 177,500 shares ---" 
In other words, he had taken down 22,500 of his 


200,000? 
MR. Me6DONALD: Rati serient. 
Q. "_.- and the option granted to 
"Eastman Dillon & Co. was unexer- 
Nalsed as to 20,510 shares, ” 
The partners there had +tayen down 179,490 shares. 

MR, McDONALD: That is true. 

Q. Can you tell us what the over-the- 
counter price was for those shares as of July 31, 
to? 

MR, McDONALD: It was somewhere between 
$40 and $50. 

Q. Do you know whether or not the 
partners of Eastman Dillon & Company, or their 
families, or whoever got this 179,490 shares, 
whether they still have them or whether they dis- 
posed of them? 


MR. McDONALD: No, I do not have any 
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specific knowledge of that, 
That could be traced, I assume? 
Le possibly could, Mr. 


Q. 
MR. McDONALD: 
PatuLllo. 
Q. Are you in a position from the 
from the list, which partners of 


shareholdings, 

Eastman Dilion & Company got those shares? 
MR. McDONALD: If they exercised their 

options, we certainly can tell you what they exer- 


cised and what remained to each individual partner. 
I suppose 


There is no question about that. 
It goes on to say here, 


"The options granted to Eastman 


Q. 
you must have got this information for the prospectus, 
were distributed 


moO LOM, ty CO, 
hy that fiom co ate parbners 


"(or members of their families) 
"and the Company is advised that 


"options in respect of 18,400 


"shares were exercised by such 


persons (and the stock is 


Matti. held by them), options 
"in respect of 161,000 shares were 


Psolo oy poem for an ageregare 


"consideration of $4,927,179.57 


"(ULS,) --" 
Mer. McDonald, what did they get all that 


for? 
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MR. McDONALD: I am sorry, I forgot that 
this item was there. That is something that is 
required under the Security Exchange Regulations 
of the United States. Eastman Dillon & Company 
are brokers. 

Q. Why did Eastman Dillon & Company 
get all this stock? 

MR. McDONALD: Because they held the option 
in 1955, or whenever it was. 

Q. Vhy were Eastman Dillon & Company 
granted the option in the firs lace? They got 
their share of 625,000 nickel shares. 

MR. McDONALD: Teateis eae 

Q. Then 200,000 shares, and they made 
at least, on those 200,000 shares almost $5 million. 

MR. McDONALD: pare see Le. 

Q. What did they do? 

MR. McDONALD: I will just tell you what 
they did -- the reason -- what I believe are the 
facts. Mr. Lloyd Gilmour is head of one of the 
three or four largest banking houses in the world 
and one of the aitstanding financiers arid. he; atthe 
time, as I said devoted almost 25 per cent of his 
time, for many years, to this project. At that 
time he disassociated himself from his other func- 
tions and if you realize the extent of this financing 
company, that was a real contribution to this com- 


pany and to Canada and to the Peace River area and 
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when the question of the options arose, he was given 
an option by the company and, in the ordinary course 


of business, it is done in business in all similar 


Q. bsg they not receive their share 
of commissions and payments as brokers? 

MR. McDONALD: They received whatever was 
their proportionof the underwriting commission and 
that was less than one-half of one per cent. They 
also went out and provided us with our future -- 


they provided for all the banking. 


Q. You mean they introduced you to the 
bankers? 

MR. McDONALD: Yes, they carried the ball. 
That is their business. They established the re- 


lationship under which we borrowed $83 million; 
in one group we got $295 million at 34 per cent. 
As a matter of fact, the .estcoast operation was 
the cheapest as to interest rate in the United States 
in 1956 due entirely to the financing of Eastman 
Dillon & Company. 

THE CHAIRMAN: Do not say due entirely to 
others. 

MR. McDONALD: No. 

THE CHAIRMAN: IT do not think you want to 
Bay due entirely --- 

MR. McDONALD: No, I would not want tO 


put it that way. Lam Sorry. I got enthusiastic. 
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HE CHAIRMAN: Gentlemen, we will now 


have a ten-minute break. 


-=--short recess. 


THE CHAIRMAN: Gentlemen, the Commission 


will now resume its hearing. Mr. Pattillo? 

WRAP CELLS: Mr, Chairman, Mr, Lewis 
of Jefferson Lake Sulphur, as you will recall, came 
here and read their submission. He has to leave 
early in the morning and to try and meet his con- 
venience I am suggesting that the examination of 
the Westcoast witnesses be set aside for a few 
minutes. It will not take us very long to deal 
with Mr. Lewis but there are a few questions we 
want to direct to him and with your permission we 
will ask Mr. Patterson to examine him. 


THE CHAIRMAN: Very well. 


---F, E, LEWIS, previously sworn 


BY MR. PATTERSON: 

Q. Mr, Lewis, I think we have reference 
to your submission as Exhibit C-12-3 and in that 
brief you make reference to various companies having 
various operations in the United States and Mexico. 
For our information would you give us a short state- 


ment as to the position of the American company, 


Jefferson Lake, in regard to the American operations 
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Hh 


z i 


and the Mexican operations. 


A. We are the third largest in size 


in the United States and we have no operations in 


Mexico, 


ep) 


Q. One thing, sir, as to the proposed 
Canadian company, could you tell me, again, the name 
of that company? 

A, Jefferson Lake Petro Chemicals 
Limited. 

Q. And. that, as 1 recall, you said 
was presently being put together and that in the 
next two or three months you anticipate the financing, 
ana so .On, to be completed? 

A. Pret ssa correc... 

Q. And in regard to that proposed com- 
pany, could you tell us whether or not the companies 
with whom, apparently, you will be dealing either 
directly or indirectly in Canada, such as El Paso, 

Hhillins Petroleum, Pacific Pete and Westcoast; 
will they have share interests in that Canadian 
company? 

A. We will not have any share interest 
with anyone other than, perhaps, Jestcoast. At the 
present time Westcoast has an opr.on To. acquire the 
10 per cent interest in the Peace River plant and if 
we can reach an agreement on valuation on that and 
other properties we hold in Canada at the present 


time, then we hope to trade with Westcoast for 
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shares in the new company. 

Q. When you mention properties that 
you hold in Canada, I take it that those presently 
are held by the American company or are they held 
by the Canadian company? 

A. They are presently held by the 
American company. 

Q. And they are what; land or mineral 
interests? 

A. Mineral interests and wells which 
we have drilled on the acreage which we presently 
Hod. 

Q. Could you review this acreage which 
you presently hold? 

A. We have,, approximately, or the 
right. to acquire, approximately, 80,000 acres in 
Alberta -- mineral leases on 80,000 acres. Actual - 
ly, at this particular time, I am not sure of the 
exact acreage that has been transferred. The 
way the agreement is with Mobil Oil of Canada we 
transfer acreage as we drill wells. Then when 
we proceed with the processing plant Plo fae 
leases will then be transferred. 

Q. And would the 80,000 acres relate, 
in the main, to what I understand has been develop- 
ment work carried out by your company in what we 
have been describing as the Bast Calgary field? 


A. That is correct, the East Calgary 
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rieid, 


be And your main interest there has 
been in exploring that particular strata, has it, 
that 18 Ssuiphur bearing? 

ne Thats Sonmecn. We originally 
took that format out with the idea of developing 
and exploring the Devonian formation which has a 
very high hydrogen sulphide content. We have 
since proven and developed two other formations, 
the Mississippian and the Basal-Blairmore. 

Q. ts AG common practice or a new 
departure for sulphur companies, such as yours, 
to enter into exploration work of that nature? 

A. We are also in the oil and gas 
pusiness. In the United States we have an oil 
and gas division and we have a fairly extensive 
acreage in Texas, Louisiana ana Oklahoma so, from 
that standpoint it was not unusual or outside of 
our normal scope of activities. We have, you 
might say, pioneered the idea of exploring and 
developing gas reserves with the idea of developing 
those as a sulphur reserve. 

Q. Would it be fair to say you are 
interested in that type of development in Canada, 
initially, in order that while you are pbuilding 
up a sulphur market you may be able to make some 
arrangement for some sort of a basic revenue from 
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re [iso 1s. Corres... 
QO. Now, sir, a matter of interest at 


some stage may be the question of accounting pro- 
cedures in the processing of sulphur through plants 
that are handling this acid gas stream from wet 
gas. What I am getting at, sir, 


is an ouvline 
from you of the normal procedure or procedures for 
setting up a cost-sharing structure for one of 
these plants. Could you assist me in that regard? 
A. Where you have a complete unit 
including an elemental sulphur plant, as a single 
operating entity, then you would allocate your costs 
between the elemental sulphur plant and the process 
plant according to usual accounting procedures; a 
proper allocation of capital investment, operation 
and maintenance. In the one case, the Peace River 
plant, we are only a process plant, and we buy acid 


gas from Westcoast. 


Q. Would that allocation of costs in 
ifie oi take 1%, the Calgary proposed setup is’ one 
where you have both the Amine and Claus process. Is 
that so? 

A. Tah oe correc... 

a Would the ailocation of costs there 


be determined in any way, having regard to the 
sulphur market, whether or not you could dispose of 
sulphur? 


A, No, you would allocate your costs 
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on the basis of actual operating costs. 

Q. What consideration has your com- 
pany given as to the development of the East 
Calgary field and your other proposed development 
in the event that the Westcoast proposal does not 
succeed in going ahead? Ths 2.6, nave you con 
sidered the matter of making similar arrangements 
with Trans-Canada or Alberta and Southern? 

A. Very definitely; we would certainly 
need a market for residue gas because we would be 
obligated to go ahead with our developmental 
drilling and with the construction of a plant, so 
we would certainly be out looking for a customer. 
As a matter of fact I think Mr. Manning has already 
approached the City of Calgary. IT believe it is 
Canadian ‘Jestern who has a potential deal for part 
Oty une gas. 

Q. Turning for a minute to page 5 
of your submission, the second last paragraph, 

"Sneaking specifically with 

"nespect to the Jefferson Lake Sulphur 

"Company plant at Taylor, British 

“Columbia, it is the opinion of the 

"officials of the company that a 

Nmarket can be established for the 

"sulphur produced from that plant in 

"oompetition with sulphur from com- 
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Now, can you tell me a little more about that 
market and where you think it may be? 

A. Yeu SLi, The market, as we 
see it, for the sulphur produced from that plant 
is the market in British Columbia, ‘washington and 
Oregon. The competitive producers are ser- 
ving and can serve plants in Wyoming, of which we 
have one, Gulf Coast producers are today shipping 
out around through the canal and up the west 
coast and, of course, the British American plant 
ac rincher creck, The British American plant 
and the other two plants located here in Alberta 
have a fair market for sulphur in Alberta and the 
Northwest Territories for the uranium mining 
although a good bit of the British American 
product, I think, has gone to the west coast. 
Mainly that market has been served in the past 
by Gulf Coast and Louisiana by sulphur shipped by 
boat and that is what we consider our main source 
of competition. we have had only a small 
portion of that-market in the past but we are 
working diligently to acquire all of it that we can. 

Q. Turning back, for the moment, to 
the brief where you set out a table showing the 
consumption of sulphur in various areas of Canada 
today. I take it that the bulk of the Eastern 
Canadian market is supplied by Pyrites -- do 


you Call it Pyrices? 
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A, Pyrites. 
Q. And those are located, to some 


extent, in New Brunswick and Nova Scotia? 

A. This, I believe, refers only to 
elemental sulphur that is being included in the 
SonsumpeLton of Pyrives, 

ae On page 4 of your submission, sir, 
you suggest that there might be some need for a 
commodity rate structure on sulphur and I would 
be interested in your telling us whether or not 
you feel that Eastern Canada and the middle western 
United States markets can only be reached by 
sulphur operations in Alberta, provided either 
special protectionor commodity rate structures are 
worked out? 

A, Sulphur, traditionally, moves 
on a so-called commodity rate of other heavy 
chemicals and big tonnage commodities. It has 
peen traditional that the railroads established 
commodity rates on sulphur at the same rave as 
other heavy chemical commodities. As a result, 

a pattern of rates has been built up and the 
lower so-called class rates do not apply so that 
the sulphur that moves from the Texas gulf coast 
and the Louisiana gulf coast moves on those com- 
modity rates that have been established over a 
period of many years. 


Tiere has never been any productionof 


mH = 


ROT lays | 
of Ga bedigerel Ser oe it beam. oe | ais _ 

Taivos® eval ‘bae dolmemw sar ne «iietaze . | 
oF “ips Beets -avet£ed DT .atat 5 ah 


ent ak Sébyfsn£ soeted e2 2and aupetve Cadrrenis Le 


. 


AJ Pe?) Lo collommenioo 
by Fe to! Stagie stot “to © = fh . \ 
ot Bodin adion Od Prigin sasett vei? Tesxgve soy 
luow 4 fala “tung iva ne. eautalasa 2929 yr ties 
for to 7enserir pv geblfa?. asoy Al Bedeeteyatad | 
staan a bele 2 nA SSeS. cS fess sata fso% uO 
; i 
i bein“? ba vioco wee e2geoien a FOG PHILA 
bab? iq moved lh of weasttesego aeagias 
pa spPdete SP as ee i a Kies =o oz FIST OY [sisequ 
‘R319 Dextran 
wie LEAN EY ties « WHeluc aah 
saan’ Pedro VA6 syou yithenner Sei fed«6e" Bio 
‘and: wo lg¢ibiioios sgadne? gcd bas. atea teens 
“Hote Fidetue Sieortten ‘endidsdd ano id bers ae 
- (89 698% “Gmae* odd sacks fylve ao 6 25 8E Re eee i 
.tiuest a eh gesdtihomedeT £0 imeclo. Cv eed tgAts 
‘aid tas gu di i goed ead’ sedan Rep rseitaai A 4 
- Paid" on Yldas en ob xeten seats. befiieoeoa aguol | 
. 2a 
“Pee: A YE cre waxeT eds: Hort oevoer. ous, EN pa | 
' 
~“—Hos swan: 1: ROVOM Teter 25 ey ane i. 


ASUS | serseeuases fead eved: ts 


an salt 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Lewis 1 391 


of sulphur, of course, in Western Canada until now 
and, consequently, there was no reason to establish 
such rates from Alberta points as origin but we 
feel that there will be a need now for these com- 
modity rates and we feel that the railroads, in 

all reasonableness, will recognize that the com- 
modity rates should be, essentially, the same, 
Mileages are essentially the same so we cannot fore- 
see that there should be a great deal of difficulty 
about getting these commodity rates established. 
Canadian railroads have already said, the president 
has said the commodity rates that were established 
from Wyoming to the west coast were matched by 


Canadian railroads going west. 
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MR. FRAWLEY: From what Canadian origins? 

A. From Pincher Creek, Jumping Pound 
and Turner Valley. 

MR. PATTERSON: Q. Do you envisage that 
this is something of what you might call a pilot 
operation and that you may at certain times, as you 
are working toward gaining a market, find yourself 
in need of stockpiling sulphur? 

A. We feel very confident we will have 
to stockpile sulphur as we go along. 

Q. But, fortunately, sulphur is relatively 
inert and not too difficult to handle in large quan- 
tities to store for a fair length of time? 

A. That is correct. We normally carry 
large quantities on the Gulf Coast in what we call 
vats, which are blocks of sulphur. I might mention 
one more point about the sulphur commodity rates; I 
didn't completely answer your question. There will 
have to be commodity rates established in order to 
reach the market. 

Q. Yes? 

a It cannot be run with just a class 
rate, as you would have at present. 

ae Some of the more facetious amongst us, 
and some from parts considerably to the East of this 
area, have asked me whether or not, in the event you 
have to stockpile, you have considered running a 
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pipeline from the Maritimes to here to carry molasses? 
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(Laughter) 

MR. FRAWLEY: Me, Chairman, I have some 
questions to ask Mv. Lewis, but I am afraid we won't 
be through. This gentleman has to leave early to- 
morrow morning, and I don't think for a moment that 
both myself and Mr. Helman could finish. I do want 
to pursue with this man what you have discussed with 
Mr. Proctor the other day, and perhaps I should go 
ahead. However, Mr. Helman has a very real interest 
in this East Calgary field. 


THE CHAIRMAN: Let us try it. Mr. Frawley. 


BY MR. FRAWLEY: 

Q. Mr. Lewis, on the llth of February, 
according to the transscript at page 951 and going 
over to 916, the Chairman questioned Mr. Proctor 
of the Canadian Petroleum Association: do you know 
Me. er roctor? 

A. NG. 8 Uli COT ads 

Q. Me. Proctor is the managing director 
of the Canadian Petroleum Association. I haven't 
got the text of the transcript here, but I have made 
Snore sand this ts, Joteel, a fair summary. The 
Chairman suggested that there was a large amount 
of sulphur, and he asked Mr. Proctor, would it be 
a deterrent to the utilization and development of 
those fields where the gas is contaminated by sul- 


phur dioxide having regard to the market facilities. 
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Mr. Proctor said it would not be a deterrent, that 
no company considers in its economics a very high 
price for sulphur; and the Chairman said, "Must an 
economic market be found for sulphur?", and Mr. 
Proctor said, "No, not necessarily." The Chairman 
said, "It might be dumped as a by-product?", and 
Mr. Proctor said, "It might be. In my opinion it 
is not vital to the development of the gasfields." 

Do you subscribe to what Mr. Proctor put 
on the record? 

A, Not entirely, no, sir. It has to he 
qualified in this respect, that it depends upon the 
concentration of hydrogen sulphide present in the gas; 
that it certainly costs a great deal more, in this 
pipeline gas, when you are treating a material that 
has 36 per cent hydrogen sulphide in it. That is 
12 tons of sulphur per million cubic feet of gas, 

Q. You are coming up here to develop sul- 
phur to sell in the markets of the world? 

A. Ye yw Sit 

Q. And chiefly, I think, from what you 
have told us, into the westcoast and into the States 
of Oregon and Washington -- and did you my any other 
place? 

A. Yes, sir; the middle western section, 
or the Central States and Central Canada. 

Q. And into Central Canada? 


A. That ts correct. 
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Q. Are you making any sulphur at the 
Taylor Frasch plant now? 

A, Yes, Sir. 

Q. Is it being moved out of there? 

A. No, sir; the railroad is not finished 
yet. 

Q. So it has to move by rail, has it? 

A. That w.8 sorresv. 

Q. Does it lend itself to highway trans- 
portation at all? 

Pe No. Highway transportation costs 
are entirely too high except for very short distances. 
We do move a little sulphur in the United States by 
truck where we have very short hauls of something 
like 40 or 50 miles, but I think the longest highway 
move of sulphur I know of is 110 miles. 

Q. Is that because it has to have special 
equipment for highway movement? 

A. No, it is because it moves at such 
low commodity rail rates, and the trucks simply cannot 
operate hauling 15 to 20 tons; they can't operate 
over long distances hauling that amount of sulphur 
in one truck. 

Q. In the Jefferson Lake Sulphur Company 
what is your particular position? 

A. LT am vice-president in charge of sales. 

Q. Are you also the traffic manager, or 


do you have a traffic manager? 
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A. We have a traffic manager who is 
responsible to me. 

Q. Has the traffic manager made a survey 
of the Canadian freight rate system? 

A, He is pretty well along with it right 
now, and we expect to have a proposal from the 
Canadian Pacific and Canadian National lines on sulphur 
moving eastward very shortly. In the past year we 
have been devoting most of our efforts to establishing 
the rail rates to the Peace River plants. 

Q. You expect to move it by rail over 
the P.G.E. when needed into the Peace River area? 

Vee nec oe orrec tl. 

Q. Down to their end of steel in the 
Vancouver area? 

As Yes. 

Q. And then rail it by some inter- 
connection into the American States you expect to 
supply? 

A. Well, 1G. can move 1m out of Vancouver 
either by rail or by barge. 

Q. Well, I mustn't take up the very 
limited time with a detailed rate discussion, but 
you do expect to move it by rail to wherever Lipa 
going? 

A. No, not entirely; it can be moved by 
barge. 


Q. I am talking about Oregon and Washington. 
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You have got it at the end of steel on the P.G.E.: 
now, Givide it up for me as you intend to market 
Le. 

A. That will depend on how good the 
rates are we get on the American railways. If it 
is not as good as by barge, we will move it by barge. 

Q. You will barge it out of Vancouver, 
but how and where will you put it back on the rails? 

A. Most of these places are located on 
the water and we can move directly to their docks 
by .darge. 

Q. And you think you can move in compe- 
tition with Texas Gulf sulphur, moving by barge up 
to the Pacific Northwest? 

A, Yes, sir. 

Q. I suppose one must keep in mind the 
size of your competitors as well as the distance from 
the market the P.G.E. can go? 

A. I don't quite understand. 

Q. The. fact that, the Texas Guilt 1Ls.e 
giant in this industry is something to do with 
their ability to market their product far away? 

Le No, we haven't had any trouble get- 
ting to the customer. 

Q. The largest producer in the world is 
Texas Gulf Sulphur, which produces approximately 50 
per cent of all elemental sulphur produced in the 


United States. Their Bowling Dome is the largest 
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of the producing domes, and alone has supplied in 
the neighbourhood of 50 million tons? 

A, Viet 18 7Lens., 

Q. The second largest producer is Free- 
port Sulphur, which has recently substantially in- 
creased its sulphur reserves by its arrangement with 
Humble O11 and Refining for a new sulphur production 
off the coast of Louisiana. Starting about 1959, 
this off-shore production is expected to yield in the 
neighbourhood of one million tons of sulphur annually. 
The third producer is Jefferson Lake Sulphur, and 
the fourth is Duval? 

A. Pate ae Correct. 

Q. The Shell Company makes sulphur at 
Jumping Pound? 

A. Right. 

Q. And they are selling that into the 
pulp mills and paper mills on the West Coast in the 
Vancouver area? 

A. I think they are serving one pulp 
mill. They are presently shipping only to one pulp 
mill, and that is the Columbia Cellulose plant on 
tie Prench River. Some of their sulphur, to my 
understanding, goes to the uranium mills in the 
northern part of Alberta and the Northwest Territories. 

Q. We cannot hope to discuss anything 
more than the highlights here, but do you know 


what the basis is of that rate which you say Jumping 
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Pound has got to meet the competition from Wyoming? 

A When you say "basis" .. .? 

Q. I mean on a ton mile -- do you know 
what ton mile rate the railways gave Jumping Pound 
to let them into the market against Wyoming sulphur? 

Br, No, I don't have that figure. 

THE CHATRMAN: Mr. Frawley, exuse me for 
interrupting, but has this any bearing on the Commis- 
sion, with respect to sources of energy? Sulphur is 
really not -- I know that you are concerned, you and 
Mr. Helman, because it has to do with the City of 
Calgary and the Province of Alberta, but I don't see 
where it fits into the Commission's terms of refer- 
ence, Perhaps you will tell me? 

MR. FRAWLEY: Well, Mr. Chairman, I was 
developing it, or taking as my thesis your exchange 
with Mr. Proctor the other day. I am certainly far 
from endeavouring to throw cold water on the de- 
velopment of the sulphur industry in Alberta, but I 
thought it was my duty to point out to this witness 
-~- and I should not say “point out" to a man in the 
industry -- but to call to his attention some of 
the difficulties he is going to have in an endeavour 
to market sulphur in Canada, and I wanted to dis- 
cuss 16 with him for just a Ponear? because if he 
is insisting he must find an economic market for 
his sulphur, then that might affect very greatly 


his development of any gas reserves in this Province 
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for seeking the extraction of sulphur. I don't 
think he will do it unless he can find a market for 
it, unless he agrees with Mr. Proctor, that he will 
produce it and dump it. However, I rather took it 
that he did not agree. 

Q. You would not be developing in the 
lower zone in the Calgary Hast field if you were only 
going to produce residue gas? 

A. It would be economically impossible. 

Q. So, you have to have a market for 
thac sulphur? 


A. ThaviLlse correct, 
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i? Q. And you are really coming up here 
yf to sell sulphur and market it on an economical 
basis? 
A. Yes. 
Q. And at the moment I am not saying 


to you that you cannot -~ because you are in the 
Huciness —— but, if you. cannot do it, 1t will, affect 
your whole approach to the development of the sulphur 
gas reserves in this Province? 

A. Yes, 

Q. Let me put one problem to you, because 
I may tell you, Mr. Lewis, that, having in mind the 
promotion of the interests of the Province of Alberta, 
I discussed it with one of the leading potential 


customers of your sulphur, the E.B. Eddy Company in 


| Ottawa and Hull, the supply of sulphur from Montreal, 
| and he told us he was buying Texas Gulf sulphur, 
put on the docks in Montreal, by barge and boat, put 

| on the docks, and only had to haul it 100 miles. 
Now, I put it to you, Mr. Lewis, do you 
| think you could ever put Alberta sulphur -- and I 
| say, in parenthesis, I hope you can -- but do you 
really think that you can put Alberta sulphur into 
competition with a haul of 100 miles from the Mont- 
real docks? 

A. No, sir, we didn't intend to. The 
place we are looking for a market and expect to 


find a market is in the States, around the Great Lakes, 
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Such as Illinois, Wisconsin, Minnesota and Michigan 
and in Western Ontario. 

Q. In the Western Ontario area? 

A. Right. 

Q. Why do you think you could reach -- 
no, just strike that question out. I will not pur- 
sue that any further. 

THE CHAIRMAN: It is possibly not --- 

MR. FRAWLEY: It is a very interesting 
excursion. 

THE CHAIRMAN: I agree with you. 

MR, FRAWLEY: I rather agree with you, 
Mr. Chairman, it has a limited application here. [I 
think I have established now the extent to which 
this witness agrees and does not agree with Mr. 
Proctor. 

THE CHAIRMAN: We all appreciate your 
interest in the Great Lakes. 

MR, FRAWLEY: Thank you very much, I am 


glad some people do. 


MR. HELMAN: Mr. Chairman, I must say, in 
opening this cross-examination, that I think the 
problem of sulphur is vital to the problem as to 
whether or not gas can be produced from sulphur for- 


mations, for the reason that we have the picture of 
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the East Calgary field which has a 30 per cent 
sulphur content and a price that was given in the 
figures which were elaborated by the witnesses of 
Westcoast at $20 a ton, and I must ask myself how 
many tons will be permitted to lie on the Prairies 


without any market for them at that price. 


BY MR. HELMAN: 

Q. Now, Mr. Lewis, do you agree that the 
price of $20 a ton is the price it is going to cost 
to produce sulphur at the East Calgary field? 

A. The cost of production of sulphur? 

Q. Yes. 

A. No, that is not the cost of production. 

Q. What is your cost of production? 

By the way, are you an engineer or just a 
Salesman? 

A. I am an engineer. 

Q. Where did you graduate from? 

ja The University of Texas. 

Q. What in? 

A. Chemical engineering. 

Q. Chemical engineering; all right. 

Now, have you any idea what it is going 
to cost to produce a ton of sulphur in the East 
Calgary field? 

A. I don't have the exact figures but 


I would say it would be in the range of $15. 
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Q. Well, that isn't the price that is 
contained in one of these exhibits. It is $20. 

A. T think that 18 a sale prices the 
estimated sales price. 

Q. You are going to sell it, then, at $20? 

A. Ordinarily, in making cost estimates, 
you take a conservative figure, and Il think that 
is probably how the $20 figure was arrived at. It 
was not our figure and I was not here at the time 
it was presented, so I am not familiar with the 
figure, at the moment. 

Q. Let us take it, shall we, as $16 a 
ton, as the cost to produce here in East Calgary. 
Would you say that would be a general cost in 
Alberta in similar sulphur fields? 

A. I would say that should be a reasonable 
cis Wea Weel oon 

Q. And your ability to market that sul- 
phur will depend on its proximity to a railroad? 

A. Rat Ls 2orrecu. 

Q. And there are plenty of fields that 
contain high sulphur contents that are not near 
a railroad? 

A. Thats setrue:. Of course, you have 
also the possibility that you can pipe the sour 
gas, if it has been dehydrated so that it is dry; 
it can be piped very safely quite long distances 


to a treating plant on a railroad. 
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Q. Well, 1t is a comparatively short 
distance, isn't it, that you can pipe sour gas? 

A. Oh, no, you can pipe it long distances. 
As long as you can keep it dry, you have no problems. 

Q. But that is a more expensive matter, 
co pipe it, isn't it, than ordinary dry gas? 

A. No, it would be dry gas once it is 
dehydrated. 

Q. Pardon my use of terminology. I mean 
ordinary sweet gas. 

A, No, you use the same steel pipe. 

Q. It would not corrode any faster? 

A. NOG’ MOU th 0 1s. kepoueacy., 


Q 


ue 


Excluding the United States, in your 
figures on sulphur -- can you turn to Table 3? 

A. Table 3A? 

Q. No, Table 3. It says, "Sulphur produc- 


' and then a 


tion, excluding the United States,' 
second column entitled "Canada", and a figure of 
1,400,000 tons. 

A. {hav 1s correce. 

Q. How did you arrive at that figure? 

a We took the reserves of gas that we 
thought were being developed and would be developed 
over the period up to 1965 and, knowing what the 
sulphur content of that gas was, we projected this 


amount of sulphur as being produced from the gas 


that would be treated by that time. 


‘BB Seles ba Rahenehore 


my 


se 
‘ 


ef eve 
ae 


6 ,folt 


eo a 


ao 


1 ai Have 

09 sass “tte 
- a 
Sa 


5 7 


Hae 
Te 
i 


oie 


oo 


eat 


Lewis 1406 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Q. Did you take into account the Alberta 
Southern amount of sulphur it would be producing, 
as well? 

A. I don't recall the exact figures be- 
cause I had one of the fellowsin the office do 
this. I did not personally make up this table, al- 
though I did look it over when he had done it. [I 
know they incorporated into it our development in 
East Calgary, where we had made our possessions, 
and the amount of sulphur we would be producing at 
that time, the proposed plant at Savanna Creek; the 
plant at Peace River; the Jumping Pound plant and 
the British-American plant at Pincher Creek. 

Q. That was the sum total of what you 
figured in order to arrive at this figure of 
1,400,000 tons? 

A, No, L believe there were two others 
included in that, one at Okotoks; the Devon-Palmer 
Oil Company; the Shell O11 Company and Texas Gulf 
Sulphur Company jointly proposed a plant, and I 
believe the other one -- I don't remember the name 
but it probably was the Alberta Southern plant, 
put it was not referred to by that name. 

Q. Well, the Alberta and Southern do not 
invest in plants in their scheme. They think the 
producer is going to turn over sweet gas to them. 

A. see. 


Q. I am just suggesting that you did not 
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include in that projection any new fields of sulphur 
that would be produced by 1965. I think that is 
the date you give. 

A. No, that is correct, We did not try 
to project anything we didn't know about or, at 
least, feel we could reasonably foresee at the 
present time. 

Q. I see, Assuming you are the sole firm 
~~ or pernans there would be others coming in -- 
to sell this 1,400,000 tons of sulphur, have you a 
market for 1,400,000 tons of sulphur? 

Ae Well, there is a market in the United 
States and Canada, within a logical distance, for 
a commodity around the Great Lakes on the same basis 
as the existing rate pattern in the United States, 
Thiet to recenuey 2 Militon tons. “it wilircertarniy 
be larger than that in 1965, We expect, by 1965, 
it would be, perhaps, 2,400,000 or 2 1/2 million tons 
in that same area. 

I also made the comment, in the brief, 
that it would be necessary to establish export rates, 
because eventually you would expect to capture the 
entire marlet and would certainly have to look to 
export markets, 

ay Take the markets which are presently in 
Oregon and Washington and in British Columbia which 
you discussed. Would they be absorbing any sulphur? 


75,000 tons in 1956, almost exactly 
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on the nose. 

Q. Take the markets you expect to reach 
in the centre of the United States. How many tons 
would they absorb? 

A. Well, about 1,750,000 tons. 

Q. About 1,750,000? Where are they 


presently getting their sulphur from? 


A. Most of it is coming up from the 
Gulf Coast at the present time. 

Q. Most of it comes from the Gulf Coast, 
and how does it come? 

A. Partly by rail and partly by barge 
and then by lake steamer into the Great Lakes area. 

Q; It goes largely by water, doesn't 1+? 

A. No, I would say it is fairly evenly 
divided. 

Q. Which part goes by rail? 

Poe I beg your pardon? 

Q. Which part goes by rail? 

As 4 is hard to say; perhaps 5O per 
cent of it moves up by rail. 

Q. Where from? 

A. From Texas and Louisiana. 

Q. To where? 

A. To the Great Lakes and the Central 


States. We ship quite a bit of it ourselves. We 


have customers up there now, 


Q. I know. How much is your market there? 
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A. At the present time we are not shipping 
more than perhaps 40,000 tons into that market. 

Q. So you expect to capture a lot more 
customers of your competitors, is that it? 

ae That .8 COEreGy . 

Q. What rate do you expect to get, going 
to, say, Fort William, which is where you want it 
to go to from this part of the world? 

A. I would rather not make that comment 
until we have completed this rate study. 

Qe At what rate would you think you would 
be able to compete? 

es Again, I do not have the figure. 

Qe You have no idea what rate you are 
going to require? 

A. T would rather not make a premature 
comment on that, right now. 

Q. Well, you are not under oath right now. 

MR, CHAMBERS: Oh, yes, he is. 

MR. HELMAN: Oh, yes, you were sworn the 
other day. Well, perhaps the Commission will release 
you from your oath so that you can make an intelli- 
gent guess on it. 

THE WITNESS: I don't want to make a guess 
on anything that serious. 

Q. You know that the rate of moving coal 
from Alberta to Fort William is somewhere in the 


neighbourhood of $8 or £9 4) Lone 


Vike ee fe? whe axes tqmo: NEN tog ane 
| ohn: a ees al -. 


a 
at: 
ce “ 


THREE Wt OB Sipe 2a, ah: 
tb RG RR gape gb rte ELT LON SOS” eka Oe | 
| CiLyoW sR Yb. Gaeeq. quletie meer: ode Os, Oe: 
ern er va PAPA? So nak. Pye: roo. Digawe yg. eh. 
Goes Sey atte bedataaeh ava: SME: Lior | 

i Se gael Gis. bow atime: + tees: a ~H 
“bkodmos. of olde: ade 

T9 i oa2 eye. fase Of eit 2EEA. vA 


ey. at (eo aie gp PA oe : 
“e CPt Sees Sot cst wens ey Gl ? 


Vouiamer om 


bee acne Oe oeor. ae ie eee a wy + = r -~ Pe * 
Scemrk? € efky doe gatzed Blues 


ee 


Wort tigic Fete nO Teemmas 


Peg ech Msi) a aie Cee ae m4 : 
pais ite. Ge sates is fat Bia OE Shaan i, ete iG list 
baa * tout, - a ey ood *; eis Las es wee Pawo Oe See 4 
* 


wi? ABBA Geo dey e84% .). *HAMGZe LAM 
ethctc: Line soles Ried ea? oemdinog die lea 59890 
aft CMe) AS oh nee Gye ¢ “bold os shtne ea pork LON, 


O23 sO Seewa saog 


any sittiole Ao ‘eles oft Deri ee 
dd nd wishyonos Tahaptinistini'y os: 7 


Lewis 1410 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


A. T am not familiar with the coal rate. 

MR. PRAWLEY: It is $13 to Toronto, to 
pack it up a little bit, if you like. 

MR. HELMAN: As I foresee it, unless we 
get a market, we are going to have a tremendous 
loss of a very valuable asset. 

MMR CUAIRMAN: Is this really not a problem 
that shovld come primarily before the Conservation 
Board of Alberta? The Commission, itself, would never 
sit down to allocate or make any recommendation as 
to the allocation of fields in the Province of 
Alberta. it is not within the terms of reference. 
We would have no business doing that. Really, what 
is happening is that you are discussing matters with 
We, Lewis which, as I see it, should be discussed 
before the Conservation Board when the applications 
of Westcoest and Alberta and Southern, whatever the 
proceeding is, come before that Board. 

THs, WITNESS : t would be most happy, av 
any time, to come before the Conservation Board to 
go into this. 

MR. FRAWLEY: I think you had better see 
the railroads first and then the Conservation Board. 

MR. HELMAN: With deference, my position 
is simply this, and 1 would like to emphasize it: 
this Board is set up to determine how much energy, 
amongst other wthings, should be exported from this 


Province. Now, if the collection of gas involves 
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could not permit the export of any gas whereby a 
valuable element of it is going to be either lost 
or destroyed, and that is the reason I am pursuing 
this. I am pursuing this because I think it is 
vital that if $16 per ton worth of sulphur is pro- 
duced with this energy that is going to be exported 


that this Commission should not permit it to be 


exported unless we see what is going to happen to 
that tonnage, because otherwise the great economic 
waste that is going to arise will prevent the export 


of that at the present time. 


THE CHAIRMAN: I am sure Mr. Frawley will 
agree with this statement -- I know exactly what 
you are getting at, Mr. Helman, but Lam sure Nar. 
Frawley agrees that the Province of Alberta has con- 


trol of its natural resources and intends to hold 


Shel Lae ee ree 


MR. HELMAN: I hope so. 


THE CHAIRMAN: This Commission has no juris- 
dietion to make any such decision as you suggest, 


and it is a matter completely for the Province of 


Alberta as to the fields from which the gas comes 
which might be exported from the Province, as I see 


it. 


MR. HELMAN: Do I take it from your remarks, 
Mr, Chairman, that you are not eoncerned with 


whether or not the export of energy is going to 
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waste sulphur? 

THE CHAIRMAN: [.did. not. say, thats. 17 
is not our decision to.say from what. fields, in 
Alperta it should come, We have no such power of 
decision. We have only the power of recommending, 
on a national scale; and your own Conservation 
Board is here, as I understand the situation, to 
deal with what shall I say is a Provincial problem. 

MR. HELMAN: When I said you were not 
concerned, Mr. Chairman, I didn't mean that you 
were not concerned personally. 

THE CHAIRMAN: As a Canadian, I am very 
much concerned. 

MR. HELMAN: Ali-ipam trylingetonss Coulis 
if the Commission is concerned, because I think it 
is a vital problem as to the amount of energy you 
can get from an oil well. 

THE CHAIRMAN: I will bow to Mr. Frawley, 
as a lawyer, to tell me whether that is the proposi- 
tion, as I have stated it. 

MR. FRAWLEY: I certainly agree with you, 
sir, that the Province of Alberta has control of 
its resources, To the extent to which this would 
come within the purview of the Conservation Board 
we can be sure it would receive ail the considera- 
tion it deserves. 

What bothered me a little bit about it 


was why we have this Jefferson Lake Sulphur Company 


ey 
, moldoag 


y Ff 3h ey I ent Sand bdntseno5 elf: notee tawned ad a 


HS 


Pe St ae ee) ee ee chara . x - iy : oy . 4 
‘ak ebiskt deAv port oe ot rotetieb «yo: tom et 


U 


Vv 


a 


oy 


i 
iy 
* tig 
tere’, 
og wee 
bs Lor aul 


a 
LG 


pap Ay ey ; 
ebnsios ax Y 


ity ne 


ry s¥isincs rte 


* Uno sid be 


doit eisw yoy bide I asd’ = :HAMISH AM 


Goy% dédt caom d'nblb T .sbnntedd . aM Derreorion 


e isr1 Ons he 


* a : 
nef 
asa 0 3 


aby’ dag’ Yino evad ow snoreloss 


nit Dnsterbay I es stent at paiiog 


: Cidaserd bon <sonos dom s1Sw 


peer 


ss¢ Ge scity aa aa i 
dona oft of eg moldotg [ed iv 8 at 


vod LLL 


Heah vel don! ath 1 


aoa? Sua’ da” Saved’ mH 


aot Bis’ eisde Lanbited € a 


twhortvord s at yeu T (iarte-tectw eld Si fseb 


qo ms I SabIbSAD Be ad 


tA  yvAMIeH 40 


of 


a 


gf of? oi PExd aed tSaw off Lred of pteywel & aR 
.3f beidte ovat 1 as sao 
Ag by Racial yintednss I 1 YaIWARE aM 

8S asd Siedth Yo soxtvort edt sand tie 
Lew tae conte GF Shocks odd oF asotioweit it 
eed Au WeeseR oe oy ce) welvasg stig inst to bi atioo. 
<Ecostahas aff Iie Svieoon biuow at On 8 oft By 


‘sities eae. 


veveo biyvore ot agaadta 


SWAMATAHO SHO 


Sbecteonos doe 


~ 


flow fio m8 mont ton are 


‘MANAIAHO SHY 


My 
oe 


ANGUS, STONEHOUSE & CO. LTD. Lewis 1413 


TORONTO, ONTARIO 


here and to what extent it is vital to the West- 
coast project. I do not want to say it is fantas- 
tic for Mr. Lewis to try to sell sulphur against 
the barge-delivered sulphur in Eastern Canada or 
against the barge-delivered sulphur on the west 
coast. My little bit of experience in freight rates 
would make me apprehensive of getting into competi- 
tion with a market which is served by water. If 
anybody doubts that, they may look at the Montreal 
oil refinery market. I think we can pursue it too 
far and I only pursued it because I wanted to find 
out from Mr. Lewis just how serious he was about 
his intention to market this sulphur in Canada 
against a very tough competitor, this giant Texas 
Gulf Sulphur Company, which seems to be supplying 
a great part of the Canadian market now, If he can 
do it with our sulphur, I am very much in favour of 
it, so much so that I made some inquiries on my own 
without ever knowing that this gentleman had some 
plans to do it. 

I think perhaps Mr. McDonald should tell 
us to what extent this sulphur is vital to the de- 
velopment by Westcoast of the gas reserves that they 
expect to put through their pipeline. To me, it 
seems a secondary matter and I do not want to leave 
any impression that I am deprecating the efforts 
of this sulphur company to come up here and develop 


our natural resources; but I think we should have 
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the gentleman's feet on the ground, because he may 
present something which would be related to the 
thing we are concerned with, the exportation of 
energy, nemely, natural gas. 

THE CHAIRMAN: I stili fail to see, no 
matter what this Commission might recommend with 
respect to the export policy, surely it would then 
be up to the Conservation Board of Alberta and the 
Province of Alberta itself to decide where the gas 
comes from that is to be exported, which project 
and so on, 

MR. FRAWLEY: I subscribe entirely to that 
and, in my examination of the witness, nothing 
should be taken as an intention of mine towards any 
contrary viewpoint. I was simply trying to make it 


a little more realistic to me where the sulphur was 


m” 


ot Be 
BO 1 


he going after the gas or is he 
going after sulphur? Mr. Lewis tells us, "I am 
going after the sulphur", and I suppose that means, 
"TP TI cannot market my sulphur economically, aE 
will leave the gas there." 

Now, I think that is, perhaps, all it 
amounts to and that is as far as I can pursue it; 
put I certainly subscribe to what you Say, that it 
is basically a matter for the Province of Alberta. 

MR. HELMAN: Could I ask this witness one 
more question? 


Q. Assuming you do not get a market for 
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the sulphur, Mr. Lewis, do you propose to produce 
the gas that Westcoast wants from the East Calgary 
field and the Savanna field? 

A. We don't have anything to do with 
the Savanna Creek field and the gas in the Savanna 
Creek field. 

In the East Calgary field there is gas 
there that is much lower in sulphur content than the 
36 per cent. 

Q. Let us talk about the main stuff that 
you have, the big plant that costs $15 million or 
$27 million; we have had varying figures. 

A. That is correct. 

Q. Will you go ahead with that project if 
you haven't got a market for your sulphur? 

A No, sir. We can't. 

R. FRAWLEY: Q. But you are going to go 
ahead with it because you hope you will get a market 
for the sulphur? 

A. We are sufficiently confident that 
we are willing to spend the money. 

MR. FRAWLEY: More power to you, Mr. Lewis; 
and, after you get that market, you will let me 
know what it works out at a ton mile, because I 
need it on lots of other matters. 

THE CHAIRMAN: Mr, Lewis, thank you very 
much, indeed for coming in; and do not take what 


these men say too seriously, because I am sure that 
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if you can come into this part of Canada and produce 
sulphur and sell it at a profit, everybody is going 
to be very, very happy. 


MR. FRAWLEY: Yes, sir. 


MR, CHAMBERS: If the Board please, I did 


have one or two questions --- 
THE CHAIRMAN: Oh, I beg your pardon, 
MR. CHAMBERS : --- IT would like to put to 


Mr. Lewis. 
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BY MR. CHAMBERS: 

Q. Mr, Lewis, as I understand it, 
in reply to Mr. Patterson you indicated that your 
company was in the gas and oil business in the 
United States. 

A, Yes, and that is correct. 

Q. And have you contracts for the 
Sale of gas in that—field? 

A. rece ool. 

Q. And I am informed that you recent- 
ly have completed a contract for the sale of gas 
in the fields and in view of the discussion that 
has taken place about field price, Will you just 
tell us where that was and the price and the nature 
of the discussion? 

A. “we signed one yesterday with United 
Gas Pipeline at 7% cents the first year and a half 


and 8} cents the next five years and 9s cents 


thereafter. 
Q. Where is that field? 
A. That is in Goliad County. 
O. That would be in southern Texas, 


4 Bhat. correct? 

A. Yes. 

ae And how far is that to Houston; 
would that be the closest Cty? 

A. Corpus Christi. 


Q. What distance would you be from 
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that city? 
A. About 100 miles. 
Q. What volumes? 
A. The field volume is about 100 million 


feet. We are not selling all of it. Theat. ts the 
total volume in that particular field. This te che 


Cabeza Creek field. 


MR, CHAMBERS: That Spal is 

THE CHAIRMAN: Excuse me, Mr. Chambers, 
for having overlooked you. 

Thank you very much, Mr. Lewis, for 
coming. 

MR. LEWIS: Thank you, sir, it has been a 
real pleasure to be here. 


THE CHAIRMAN: Mr, Pattillo, Mr. Chambers 


and Mr. MacKimmie, it would suit the Commission if 
counsel will agree to it, that tomorrow morning 
at 9.45 we will go ahead with the Alberta and 
Southern submission and stand over the Westcoast 
until Monday morning. T think that would give 
counsel a better time to prepare. a Vora var, 
MeDonald and Mr. Hetherington would appreciate that 
and I think the Commission would appreciate it also. 
Does that suit: you, Mr. Chambers? 
MR, CHAMBERS: Yes. 


THE CHAIRMAN: And you, Mr. MacKimmie? 


MR, MacKIMMIE: Yes. 


THE CHAIRMAN: Mr, Pattillo? 
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MR. PATTILLO: xee. 

THE CHAIRMAN: We shall go on with the 
Alberta and Southern submission tomorrow morning 
at 9.45 and, in the meantime, we will adjourn. 


ay 


---Whereupon the hearing adjourned at HAO Soe 
until 9.45 a.m., Saturday, February 1), 1958. 
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